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PREFACE 


The present Survey is the thirty-eighth in a series of reports prepared by the secretariat of the 


Economic Commission for Europe to serve the needs of the Commission and to help in reporting 
on world economic conditions. 


The Survey is published on the responsibility of the secretariat, and the views expressed in it 
should not be attributed to the Commission or to its participating Governments. 


The pre-publication text of this Survey was completed on 8 March 1985 and made available to 
the 40th session of the Economic Commission for Europe. The final text, incorporating minor 
changes, was completed on 26 April 1985. 


EXPLANATORY NOTES 


The following symbols have been used throughout this Survey: 


A dash (-) indicates nil or negligible; 
Two dots (. .) indicate not available or not pertinent; 
An asterisk (*) indicates an estimate by the secretariat of the Economic Commission for 


Europe; 


A slash (/) indicates a crop year or financial year (e.g. 1980/81); 
Use of a hyphen (-) between dates representing years, for example, 1981-1983, signifies the 
full period involved, including the beginning and end years. 


Unless the contrary is stated, the standard unit of weight used throughout is the metric ton. 
The definition “billion” used throughout is one thousand million. 

References to dollars ($) are to United States dollars unless otherwise stated. 

Minor discrepancies in totals are due to rounding. 


The following abbreviations have been used: 


CMEA 
BCE 
BEC 
FAO 
GDP 
GNP 
IMF 
NMP 
OECD 
ОРЕС 
SDR 


Council for Mutual Economic Assistance 

United Nations Economic Commission for Europe 
European Economic Community 

Food and Agriculture Organization 

Gross domestic product 

Gross national product 

International Monetary Fund 

Net material product 

Organisation for Economic Co-operation and Development 
Organization of the Petroleum Exporting Countries 
Special drawing rights 
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Chapter 1 


THE ECONOMIC SITUATION IN THE ECE REGION 


In 1979 the world economy went into a phase of declining 
economic growth accompanied by a worsening of inflation and 
considerable shifts in the current account balances between 
regions and countries. The slowdown in overall economic activ- 
ity was to last for a period of more than three years (chart 1.1.1) 
during which strong and sometimes even drastic economic policy 
measures were adopted by governments to fight internal and 
external imbalances. 


The influence most immediately shaping the general course of 
the world economy was the upsurge of oil prices. Oil prices more 
than doubled from the end of 1978 to the beginning of 1980 and 
overshadowed the sharp price rise of other commodities. Non- 
oil commodity prices had already started to increase before the 
eruption in oil prices, in response to the strengthening of world 
demand. The underlying rate of inflation in the developed mar- 
ket economies was already considered to be too high in early 1979 
before the oil shock gave it further momentum. In these circum- 
stances the immediate priority of economic policy became not 
only the containment but the reduction of inflationary pressures 


which had been increasing since the 1960s. In the centrally 
planned economies, where a slowing of growth had been evident 
in the latter part of the 1970s, economic performance in 1979 
remained well below the targets set in the annual plans. 
Unusually bad weather, as well as the disturbances in the world 
economy, contributed to this outcome. The unexpected increase 
in world market prices may have caused greater than planned 
cuts in imports and thus intensified the already tight supply con- 
straints in eastern Europe. Although 1979 was still a year of 
recovery for the developing countries as a whole, imbalances 
were appearing which increased their vulnerability to adverse 
changes in the world economy. 


This chapter first gives an overview of the developments and 
policy issues in the ECE region following the disturbances at the 
turn of the decade. The discussion then continues with a short 
analysis of the upturn in economic activity since 1983 and a 
separate treatment of trade developments, particularly of east- 
west trade. The chapter ends with an appraisal of the overall 
situation. 


1.1 ECONOMIC DISTURBANCES IN THE EARLY 1980s 


(i) Output performance 


In the faltering economic climate depressive factors emerged 
in 1979 and were further strengthened in 1980. The deceleration 
of growth became a world-wide phenomenon. International 
trade, which slowed down even more than output, spread the 
deflationary impulses throughout the world economy. 


The developed market economiesexperienced a major recession 
which hit both North America and western Europe. The timing 
of the cyclical movements, however, was somewhat different. In 
the United States industrial output did not grow after the first 
quarter of 1979 while for western Europe 1979 was still a year of 
output recovery. The downturn came in the second quarter of 
1980. The fall in output was steeper in the United States than in 
western Europe but it lasted only two quarters. The recovery in 
the United States was shortlived. It continued only into the first 
quarter of 1981 and then stagnated before a new downturn 
started in the last quarter. In western Europe output declined 
through most of 1980. At the beginning of 1981 there were signs 
ofa hesitant recovery but, in fact, the decline continued until the 
last quarter when there was a brief respite until the first quarter of 
1982. The decline in output resumed in the second quarter. The 
fall in the United States was again much larger than in Europe. 


The greater variability of economic activity in the United States 
than in Europe is also reflected in the annual changes in total 
output. In 1980 GDP growth in western Europe was 1.5 per cent 
whereas there was a small decline in the United States. In 1982 
total output fell in the United States by over 2 per cent compared 
with virtually stagnant GDP in western Europe (table 1.1.1). 


TABLE 1.1.1 


Output performance in developed market economies 
(Annual percentage change of real GDP) 
a ЕЕ = 


1979 1980 1981 1982 

Developed market economies. . . 32 0.6 iS} —1.0 

North America 2.9 —0.2 2.6 3 
Western Europe on yt be Вэ 5 —0.1 0 
Southern Europe : Bell i) 2.0 й 
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The recovery from recession, which, on the basis of previous 
experience, should have followed the downturn in 1980 within a 
year or two, did in fact appear, but it petered out. A second re- 
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CHART 1.1.1. 


Growth performance 
(Average annual growth rates of real gross domestic product, in per cent) 
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cession was then superimposed on the first which resulted on 
both sides of the Atlantic in a renewed fall in output in 1982. The 
developed market economies experienced a double recession in 
which both external shocks and economic policies played an 
important role in shaping the direction and pattern of economic 
developments. 


The origin of the double recession can be located on the supply 
side although the restraints on the demand side were also a drag 
on economic activity as, after the onset of the second oil shock, 
economic policies were in general pro-cyclical, not supporting 
but restraining economic activity in the downswing. There were 
mainly two channels through which the price shocks from the 
supply side influenced developments. The immediate effect was 
a rise in production costs which resulted in a profit squeeze, 
which in turn led to an acceleration in the rate of inflation witha 
subsequent curb on output and an increase in unemployment. 
The market economies experienced a short period of stagflation 
during which both inflation and unemployment increased. The 
second channel was the effect of the profit squeeze on fixed 
investment and hence on the growth of productive capacity. A 
change in the relative prices of raw materials of the size that took 
place in 1979-1980 required considerable adjustment in the struc- 
ture of prices and production. Thus, as a result of shocks on the 
supply side, the short-run cyclical problems became interwoven 
with problems of growth and structural adjustment. 


Non-accommodating monetary policies led to very tight 
monetary conditions in most countries. Short-term nominal 
interest rates rose by several percentage points in late 1979 and 
early 1980. Although the inflation rate increased, the real rate of 
interest tended to grow. By 1981 real long-term interest rates in 
most countries had risen considerably. In 1982 real rates 
remained high or, as in the United States and the United 
Kingdom, increased further. 


Fiscal policy also became substantially more restrictive in 
many countries by active moves to limit the growth of public 
spending.' In many countries large budget deficits were increas- 


' About fiscal policy, see various issues of OECD Economic Outlook. 
Paris (biannual) 


ingly perceived as reflecting structural problems and this motiv- 
ated governments to adopt medium-term strategies designed to 
gradually reduce budget imbalances. 


The policy-induced character of the second recession 15 easily 
recognized. The tightening of economic policies accompanied 
by high and rising interest rates weakened investment prospects 
during 1981-1982. Fixed investment dropped in 1982 both in 
western Europe and in the United States. 


The monetary factors did not only contribute to the second 
recession within national economies. The international banking 
system also began to show signs of fragility which led to the 
emergence of new forces of contraction with a negative impact on 
developments in the industrialized countries. 


The non-oil developing countries were faced after 1979 with 
several external disturbances at the same time: first, higher oil 
prices raised directly and indirectly the cost of imports; second, 
the economic policies of the industrialized countries raised in- 
terest rates in world financial markets; and the recession led to a 
reduction in the demand for imports from the developing coun- 
tries. However, the international markets, by recycling the 
balance of payments surpluses of the oil exporting countries, 
provided the necessary financing for the growing deficits of the 
non-oil developing countries. These countries were thus able to 
keep up a reasonable rate of output growth and to increase their 
imports and to support economic activity in the rest of the world. 
Although the oil exporting countries surpluses fell sharply in 
1981, international financing continued to expand at only a 
slightly lower rate than before. The non-oil developing countries 
were still able to increase their imports considerably. In 1982, 
however, the developing countries’ capacity to import was drasti- 
cally affected by falling terms of trade, rising debt service costs, 
and above all, by the shrinking availability of external credit. 
Their imports declined, adding further deflationary pressure on 
economic activity in the rest of the world. Output growth nearly 
stagnated in the developing countries as a whole in 1982. 


The south European countries were greatly affected by the two 
oil shocks due to their high dependence on energy imports. The 
return of migrant labour, due to labour shedding in the advanced 
western countries, was also an important factor adding to their 
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economic difficulties. Although the timing of the adjustment to 
the first oil crisis differed in each of them, the adjustment was 
generally made later and was sharper than in the more advanced 
economies of western Europe. This delay stemmed from a 
variety of factors, but in general there was an inadequate percep- 
tion among policy makers of the length and depth of the first 
post-1973 recession. Consequently, policies tended to maintain 
domestic demand at the cost of increased borrowing abroad. In 
the early 1980s, the emergence of a serious foreign payments 
constraint led to the introduction of harsh policies to check 
domestic demand and, particularly, private consumption. 


In the centrally planned economies an upturn in economic activ- 
ity was planned for 1980. It was expected that the adverse con- 
ditions which had prevailed in 1979 would not be repeated. Inthe 
east European countries, however, the recovery did not material- 
ize. Some countries experienced serious difficulties in adjusting 
to imbalances and to adverse economic developments. For the 
trade-intensive economies of eastern Europe the problem was to 
adjust to a worsening of their terms of trade and to curtail the 
increase in their external deficits at a time when world trade was 
slowing down sharply and export prospects were weakening. 
Supply shortages held down production and thus hampered the 
achievement of the planned targets. In the Soviet Union 
economic performance was less vulnerable to unexpected 
changes in external conditions because of the availability of 
domestic fuels and of the relatively small share of foreign trade in 
total output. In fact a favourable terms-of-trade movement 
permitted a substantial acceleration of imports without a binding 
external constraint. Consequently, in the Soviet Union there was 
a marked upturn in output growth in 1980 and the target set in the 
plan was nearly achieved. 


In the domestic productive sectors of the centrally planned 
economies imbalances rose mainly from the supply side as short- 
ages of raw materials and other inputs increased. The demand 
side influenced developments for the most part through changes 
in exports. This effect, however, was indirect: export perform- 
ance determined the possibilities to import and so provided the 
necessary foreign inputs for productive activity. 


TABLE 1.1.2 


Output performance in centrally planned economies 
(Annual percentage change of real NMP) 


1979 1980 1981 1982 

Eastern Europe and the Soviet 
Union . oS eae ade 2] Dey ey 2.8 
Easterns europe. snl ee © 2.0 0.1 ale) 0.1 
Soviet О esa. “tes a) 8 De 3.9 3h.) 3.9 
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For all of the centrally planned economies, 1980 was the clos- 
ing year of a five-year plan period. A deceleration of output 
growth had already been foreseen in the plans for this period but 
actual developments were even below these reduced plans (table 
1.1.2). Factors such as the slowdown in the growth of the labour 
supply and increasing scarcities of energy and raw materials 
severely restricted the possibilities of further strong expansion. 
Besides these more fundamental restraints on growth, various 
unexpected events and developments, such as the oil price 
increase and, particularly, the deepening recession in the devel- 
oped market economies during the latter part of the five-year 
period, contributed to the weaker than planned output growth in 
the centrally planned economies. The medium-term plans for 
1981-1985, reflecting a further accommodation to the less favour- 
able environment for growth, projected a slowdown from the 


growth rates of the previous quinquennium. The general strat- 
egy emerging from the plans was to make short-run adjustments 
to the changed external environment while pursuing long-run 
policies aimed at easing the constraints on stable growth in the 
future. The strategies involved structural changes in the dom- 
estic economies and, particularly, in foreign trade. The necessity 
of raising economic efficiency as well as improving the manage- 
ment and planning systems was emphasized. 


In the context of the restrained policy stance, governments 
opted in 1981 for a slow rate of growth in the domestic use of 
output in order to provide room for improvements in foreign 
trade balances without endangering consumption. The deceler- 
ation of production, in this policy framework, had a severe impact 
on investment, which had been faltering already before 1981. 
Weak investment inevitably delayed the implementation of the 
necessary structural adjustments. 


The output performance in 1981 of the centrally planned 
economies lagged behind the plan targets because of unforeseen 
developments. The events in Poland directly influenced the 
aggregate result with an unprecedented drop in output of 13 per 
cent. The spillover effects on other centrally planned economies 
were considerable as shortfalls in committed deliveries from 
Poland disrupted production in other countries. The difficulties 
in meeting the various targets for material input production, 
exports and import reductions were also an important cause of 
the failure to achieve planned growth rates. In the Soviet Union 
output growth was only slightly lower than in 1980, mainly 
because of a third successive year of poor agricultural perform- 
ance. 


In 1982 there was near stagnation in the world economy and in 
all the major regional groupings of the world. The centrally 
planned economies registered one of their weakest performances 
of the post-war period although their growth was nonetheless 
positive in contrast to that in other parts of the world economy. 
The rapid changes in the international financial conditions 
during 1981 had a profound impact on the east European econ- 
omies. As financial difficulties became serious, for Poland and 
Romania in particular, international lending institutions became 
more cautious in their lending policies and credits to all the 
centrally planned economies began to dry up. In 1982 certain 
financial institutions also withdrew their deposits from east 
European countries and thereby added to the liquidity shortage 
in these countries. In these external financial conditions some of 
the most indebted countries had to adopt adjustment measures 
which involved abrupt and sharp import cuts and strong export 
promotion, hence aggravating internal imbalances and inhibiting 
the achievement of the modest growth targets. As a result the 
east European countries succeeded in turning their current 
accounts from deficit into surplus in 1982. The counterpart of 
these strong adjustment measures which led to the improvement 
in the external balance was, however, a further slowdown in 
output growth in all the east European countries. However, in 
Poland the fall in output was less dramatic than in 1981. In the 
Soviet Union the situation was quite different: an increase in the 
terms of trade permitted imports to continue to rise substantially 
and there was little change in the rate of output growth from that 
in the two previous years. 


(ii) Tight policies 


Since 1979 the world economy passed through a period of 
faltering economic activity reaching a low point in 1982. Itneeds 
emphasizing that the economies of the ECE region contributed 
in a very important way to this negative overall development: the 
policies of the ECE countries, aiming at adjustment and stabiliz- 
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ation, were highly restrictive and had serious consequences for 
the growth of output. 


After the second oil shock the reduction of inflation became 
the primary objective in most industrialized countries and the 
main burden of achieving it was to be borne by monetary policy. 
This emphasis was based on the view that inflation is basically a 
monetary phenomenon and, therefore, it was believed that by 
restraining the rate of increase in money supply the rate of 
increase of nominal incomes would be reduced relative to output 
and this would create favourable conditions for curbing inflation. 
It was also thought that a policy following a monetary rule would 
have only a minor impact on real output and so the inflation rate 
would respond quickly to changes in the money supply. This 
view, however, was refuted by actual events: when monetary 
policies were set to achieve the announced targets for money 
supply growth, real output responded quite strongly to monetary 
restraint. The cost of bringing down the rate of inflation, from a 
double-digit rate in 1980 to below 9 per cent in western Europe 
and to less than 5 per cent in the United States at the end of 1982, 
was very high losses of output and employment. The rate of 
unemployment increased by 3-4 percentage points on both sides 
of the Atlantic and the total number of unemployed reached over 
22 million in 1982. 


In this period another major aim of most governments was the 
reduction of budget deficits. Only in the United States was there 
a move towards greater ease. The efforts in many countries to 
reduce deficits were, however, partly frustrated because the 
actual deficits were swollen by the “automatic stabilizers”, rising 
interest rates and rising indebtedness. Nevertheless, the fact 
remains that many countries adopted tighter fiscal policies simul- 
taneously and these had a deflationary impact in addition to that 
induced by stringent monetary policies. This coincidental tight- 
ening meant that the recession was probably more severe than 
any single government expected. The aim of disinflation was to 
lay the foundation for a return to non-inflationary economic 
growth, but although the period 1980-1982 witnessed the most 
marked break in inflation since the 1960s the process was not 
considered to be complete. Inflation continued to be an import- 
ant policy concern. 


When, after the oil shock, strong inflationary pressures 
encountered restrictive money supply targets high interest rates 
emerged. The uncontrolled upward drift of interest rates in the 
United States led eventually to interest rate differentials vis-a-vis 
the rest of the world which began to strengthen the US dollar. In 
other countries relatively high interest rates were generated 
because their exchange rates were vulnerable to international 
capital movements. Particularly in Europe the external con- 
straints on monetary policy gradually overshadowed purely 
domestic considerations as interest rates were raised to levels 
which were incompatible with domestic objectives for economic 
activity and employment. Developments in the United States 
thus reduced to a considerable extent the policy options available 
elsewhere. 


Confronted with large fluctuations in interest rates in the 


United States monetary authorities in the other major centres 
consistently acted to limit the fluctuations in their own interest 
rates. In doing so they accepted large net declines in their 
holdings of foreign exchange to moderate falls in their exchange 
rates. They were, however, prepared to accept increases in in- 
terest rates in order to meet exchange market objectives, to con- 
trol inflation at home and to assist in coping with fundamental im- 
balances in the external account. A policy of relative stability of 
interest rates in Europe could only be achieved at the expense of 
large fluctuations in and a weakening of exchange rates against 
the dollar. From mid-1980 to the end of 1982 the effective dollar 
exchange rate appreciated by some 30 per cent. The inflationary 
consequences of these developments were considerable since 
world market prices of many important basic commodities are 
fixed in dollars. The dollar appreciation held down costs and 
prices in the United States but elsewhere it was an additional 
source of inflationary pressure. Effectively, some of the inflation 
in the United States was shifted to Europe and contributed to the 
differential inflation performance between the United States and 
Europe. 


The restrained policy stance in eastern Europe was evident in 
the measures adopted for purposes of adjustment. Aggregate 
domestic demand (as measured by NMP used) had already been 
increasing in volume terms more slowly than domestic pro- 
duction (NMP produced) in the latter part of the 1970s reflecting 
inter alia the policy goal of cutting trade deficits with the market 
economies. Once the balance of payments constraint became 
binding in 1980 there was an immediate need for a large and rapid 
shift of resources away from domestic use. As a result, the 
volume growth of aggregate domestic demand declined sharply 
in 1981 and in some countries there was even an absolute fall. 
Finally, in 1982, when eastern Europe had attained a surplus in 
the current account with the market economies, the volume of 
aggregate domestic demand fell by several percentage points. 
The shifts of resources into the foreign sector were carried out by 
import controls rather than through gains in exports. This 
combination of policies had a direct, restraining effect on 
domestic production through input shortages but may have also 
added some further deflationary pressures on the market econ- 
omies which in 1982 were already in a serious recession. In the 
Soviet Union, on the other hand, there was no strong need for 
drastic adjustment measures. Therefore, the development of 
aggregate domestic demand could roughly follow that of pro- 
duction. 


The tight stance of policy in eastern Europe was also necessi- 
tated by the changing situation in intra-CMEA trade. The big rise 
in world commodity prices was absorbed into intra-CMEA trade 
prices with a time lag, and was eventually reflected in changes in 
the terms of trade between the Soviet Union and the east Euro- 
pean countries. Hence adjustment efforts were also needed in 
this part of their foreign trade. In 1981-1982 the volume of east 
European exports to the Soviet Union increased considerably 
while their imports fell. The counterpart of this development 
was a corresponding restraint on domestic absorption out of 
domestic production in the east European countries. 


1.2 UPTURN IN 1983-1984 


и 


In 1983 the economies of the ECE region began to recover from 
the longest post-war slowdown in real growth. After practically 
no growth in 1982, output for the region as a whole increased by 
some 3 per cent in 1983. While there was an upturn throughout 
the region its strength was uneven: in the centrally planned 
economies the output growth was somewhat stronger than in the 
market economies; among the market economies the recovery in 
the United States gathered considerable momentum whereas 
output growth in western Europe lagged behind. The recovery in 
1983 continued in 1984 with more strength than was generally 
expected at the beginning of the year. The rapid growth in the 
United States, which continued to lead the world recovery, took 
most analysts by surprise. As regards developments in the 
centrally planned economies the continued revival in most coun- 
tries was stronger than envisaged in the annual plans for 1984. 
For the ECE region as a whole real output growth was over 4 per 
cent, the highest rate of growth since 1978. 


The upswing of economic activity in the ECE region has spread 
its influence to the rest of the world. The dominating sources for 
this uplift were the United States and, outside the ECE region, 
and to a lesser extent, Japan. The developing countries’ exports 
increased sharply and as their balance of payments constraints 
eased somewhat they were able, as a group, to raise their imports. 
Thus the revival in the industrialized countries provided the 
impetus to some modest growth in the developing countries in 
1984 after a period of stagnation in 1982 and 1983. World output 
growth picked up in 1983-1984 although with a lag with respect to 
the recovery in the ECE region (chart 1.1.1). 


In the United States expansionary fiscal policy accompanied by 
an easing in monetary policy sparked off a very strong recovery 
towards the end of 1982. Although the upturn conformed quite 
closely to a “normal” post-war recovery the pace of growth was 
still unusually strong in the first half of 1984. The expansion was 
supported by a very rapid growth of fixed investment—its growth 
was exceptional not only in relation to the other main compo- 
nents of demand but also to previous post-war recoveries. Fears 
of overheating led to a tightening of monetary policy which may 
have contributed to the sharp slowdown in the second half of 
1984. Although there was then also a drop in the rate of growth of 
fixed investment it still provided strong support to the growth of 
demand. Through 1983 and 1984 domestic demand increased at 
very high rates in the United States and domestic output 
responded strongly. Nevertheless, the balance of payments 
moved into considerable deficit and thus stimulated economic 
activity in the rest of the world. 


The recovery in western Europe compares unfavourably with 
that of the United States. The weaker productive performance of 
western Europe goes back to the first oil crisis and there has been 
very little growth since 1980. Supply-side factors may have 
contributed to this development but it seems that the perform- 
ance in western Europe has reflected above all the weak growth 
of demand which has led to the emergence of several growth- 
impeding factors. In addition economic policy developments 
have had an important impact on the output performance. The 
persistent weakness of western Europe during the present upturn 
is shown in the output figures: real output growth in 1983 was 
about 1 per cent on average and in 1984 around 2 72 per cent: 


The weak recovery in western Europe reflects ina considerable 


measure the stance of economic policies. In contrast with the 
United States, European fiscal policies have tended to remain 
tight although monetary policies have provided some room for 
recovery in real output. The main stimulus to growth came from 
private consumption due inter alia to falls in the savings ratios. 
Although exports improved, net exports have not provided an 
important source of European growth. The better export per- 
formance was due more to increasing intra-European trade than 
to the large deterioration in the United States trade balance: this 
reflects the limited direct impact of United States’ import 
demand on western Europe’s total exports. On average invest- 
ment did not make a contribution to the upturn in its early stages 
although in 1984 both fixed investment and stockbuilding played 
an increasing role. 


The recovery had a marked effect on unemployment only in 
the United States where it fell from 10 per cent in 1982 to around 
7 per cent in the fourth quarter of 1984. In western Europe, in 
contrast, unemployment remained on a rising trend and at the 
end of 1984 the rate of unemployment was around 10 per cent. 
Thus the recovery in western Europe had failed to create enough 
employment to check the upward trend in unemployment. 


A notable feature of the present recovery has been the con- 
tinued fall in inflation rates. Contrary to often expressed views, 
fiscal stimulus such as that experienced in the United States has 
not led to accelerating inflation. There were, at any rate, several 
factors at work which tended to reduce inflation during the 
revival of economic activity: conditions of large excess supply in 
goods and labour markets continued to dampen inflation; in- 
flationary expectations were on the decline; and inflationary 
pressures from the international commodity markets did not 
flare up although there was some upward pressure in the early 
stage of recovery. 


As a reflection of the existing labour market conditions, with 
high unemployment, increases in money wages moderated or 
remained stable and labour cost pressures were considerably 
eased by rises in productivity. Inflationary cost pressures 
weakened as the US dollar appreciated. The impact, however, 
was greater for the United States than for western Europe. In the 
last quarter of 1984 inflation in western Europe was on average 
still significantly higher than in the United States. 


The immediate impact of the downturn following the second 
oil price shock was a profit squeeze with very unfavourable conse- 
quences for economic activity and growth. Falling labour cost 
pressures, including productivity increases due to labour shake- 
outs, however, provided scope for a recovery of profits. And 
profit shares, in fact, have been rising strongly during the present 
recovery and even before in some countries. At the macro- 
economic level one of the most important adjustments required 
after the second oil shock was the restoration of profits. By 1984 
the adjustment process had already gone a long way to raise profit 
shares to their pre-recession levels. 


The export-led recovery of output growth in southern Europein 
1984 (nearly 3 per cent)—although relatively favourable com- 
pared with the more industrialized countries of western Europe— 
has not prevented a further increase in unemployment or 
stopped the persistent and dramatic fall in fixed investment. The 
still high levels of inflation in southern Europe, where external 
price shocks were superimposed on domestic supply rigidities 
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and where the external constraint remains, have required caution 
towards any stimulus of domestic demand. 


The upturn in the rate of growth of the centrally planned econ- 
omies got under way in 1983. However the pace and timing of 
development was not uniform. After stagnating in 1982 total 
output growth in eastern Europe rose sharply in 1983 by over 
3 per cent and accelerated further, to about 5 per cent, in 1984. In 
the Soviet Union, on the other hand, output growth, hovering 
between 3 and 4 per cent, did not vary much from the rates of the 
immediately preceding years. Although the east European coun- 
tries had made substantial adjustments to the changing internal 
and external economic environment, governments still remained 
cautious with respect to accelerating the growth of output. The 
very severe external constraints encountered previously led 
governments to continue to emphasize the need for improve- 
ments in the current account as their central concern. Since 
significant progress had been achieved in the easing of supply 
bottlenecks, material inputs were more efficiently used and the 
balance of payment constraint was loosened: output growth 
could resume while further improvements in the current account 
balance could be attained. In the Soviet Union there were also 
favourable changes in the structure of economic growth in 1983- 
1984. In particular, the output of a number of sectors which had 
constituted supply bottlenecks increased at significant rates. 
Industrial output grew strongly in both years supported by 
increased labour productivity growth. The overall growth rate in 
1984 was marginally lower than that in 1983, mainly because of a 
fall in the growth of agricultural output. 


In the centrally planned economies as a whole total domestic 
demand (NMP utilized) continued to expand at a slower pace 
than output (NMP produced) reflecting the overall policy targets 
with respect to external balance. As regards the structure of 
domestic demand consumption had remained relatively pro- 
tected during the austerity period, but in 1983 growth in 
consumption was less than that of total domestic demand in 
several countries because of stronger fixed investment. In 1984 


consumption again rose considerably thus leaving correspond- 
ingly less room for expansion in fixed investment. 


The strong investment performance during the present recov- 
ery in the United States has restored the ratio of gross fixed 
investment to total output (GNP) to the level attained during the 
previous peak in 1979. However, this investment boom has been 
financed to a great extent by foreign savings through a growing 
current account deficit. In a longer run perspective this may 
suggest that in spite of the striking investment recovery, the 
conditions for a sustained improvement in productivity and 
growth are not as yet securely based. It should also be borne in 
mind that a considerable part of the strength of the present recov- 
ery represents a rebound from the most severe recession in the 
post-war period. In western Europe the investment ratio has not 
increased during the present recovery and has remained well 
below the ratios of the late 1960s and early 1970s. Thus it is not 
only western Europe’s present phase of slow growth which is a 
matter of concern: weak investment activity compromises the 
possibility of attaining future rates of output growth that would 
provide for growing employment and a fall in unemployment. 


In the centrally planned economies investment growth has 
become somewhat more buoyant since the recovery began 
during 1983. Levels of investment, however, are running well 
below their long-term trend. The plans for the current quinquen- 
nium had already incorporated targets which were well below 
trend, but with the likely exception of the Soviet Union even 
these modest targets may not be fulfilled. External constraints 
and the need to maintain consumption have reduced investment 
resources. Growth rates, and in some countries the absolute 
level, of investment have been cut. Given the problems facing 
those countries, which require far-reaching changes in the struc- 
ture of output, a resumption of investment growth and greater 
investment efficiency is essential if the centrally planned econ- 
omies are to continue to adjust to the unfavourable conditions 
which have affected them in recent years. Much will depend on 
whether the underlying strength of the recovery in 1983 and 1984 
can be maintained in 1985 and beyond. 


1.3 INTERNATIONAL TRADE AND PAYMENTS 


р. 


(i) World trade 


The sharp increase in oil prices caused a significant deterio- 
ration in the terms of trade of the oil importing countries while 
the oil exporting countries experienced a large improvement in 
their terms of trade. These shifts in relative trade prices were 
reflected in changes in the pattern of current accounts: the imbal- 
ances that emerged in 1979 worsened considerably in the course 
of 1980. The developed market economies and the oil-importing 
developing countries saw their balances weaken while the oil- 
exporting developing countries experienced a very significant 
strengthening. Among the centrally planned economies, the 
deficits of the east European countries were slightly enlarged 
while the Soviet Union—a net exporter of oil—recorded a large 
surplus. The following discusses changes in trade and payments, 
first, during the period of world recession (1980-1982) and then 
during the subsequent recovery (1983-1984). 


World trade did not provide much independent impetus to 
growth in 1980. In parallel with the decline in world output 
growth, the volume of world imports decelerated sharply from 
1979 to 1980 (see table 1.3.1). Imports into the ECE region stag- 
nated because of the developing recession in the region. The fall 
in oil imports in particular was very sharp. However the imports 
of the developing countries, OPEC in particular, continued to 
expand and give some stimulus to world economic activity. 
OPEC import demand, in fact, boosted the growth of exports 
from the developed market economies. Thus the volume of 
exports of the ECE region, in contrast to imports, increased. 


TABLE 1.3.1 


Trade developments, 1979-1984 
(Annual percentage changes, in volume) 


1979 1980 1981 1982 1983 1984 
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ПО о 4 2. о И == О 9 Oey 
ВоВ eExportse . Nez Sg Cie SOI Ps: 8.4 


The dampening effect of the recession in the developed market 
economies continued to spread in 1981-1982 through the chan- 
nels of international trade. World trade, as a whole, fell slightly 
in 1981 and in 1982. Neither the developing countries nor the 
centrally planned economies were in a position to provide a 
counter-weight to the impact of the deflationary forces. The 
recession of the developed market economies radiated outwards 
through imports: imports into the ECE region declined in real 
terms in 1981 and stagnated in 1982. 


Some regions continued to stimulate world trade until 1981. 
Thus, the imports of OPEC rose in 1981 by 20 per cent in volume 
and even the oil-importing developing countries, benefiting from 
the favourable conditions in the financial markets, were still able 
to manage some real import growth in spite of their growing 
balance of payments difficulties. However, in 1982 the trade of 
the developing countries was very severely affected by the re- 
cession in the developed countries. The substantial fall in the 
world market prices of commodities worsened dramatically their 
terms of trade, their exports declined or stagnated, and many of 


them were facing a very serious debt problem. These develop- 
ments forced these countries to resort to various measures to 
restrain imports. Thus, the volume of imports into the non-oil 
developing countries declined by 8 per cent in 1982. Reflecting 
the sharp decline in oil consumption in the developed market 
economies, the exports of the oil-exporting countries fell 
throughout the whole period of 1980-1982. Notwithstanding the 
unfavourable tendencies in their export markets the oil exporters 
still continued to expand their imports in 1982 although at a 
sharply reduced rate. 


The centrally planned economies did not impart any signifi- 
cant stimulus to world trade in 1981-1982. Although the growth 
of imports into the Soviet Union remained buoyant in this 
period, east European imports were sharply curtailed. 


In 1982 the configuration of balance of payments current 
accounts was in some respects different from what it had been 
only two years earlier, after the second oil shock. The biggest 
change was inthe OPEC current account. After declining sharply 
in 1981 the OPEC surplus disappeared in 1982. The aggregate 
deficit of the non-oil developing countries fell slightly in 1982. 
Although their trade deficits contracted, the invisible balances 
deteriorated because higher interest rates had to be paid on a 
rapidly expanding stock of foreign debt. As a counterpart to the 
disappearance of the OPEC surplus, there was some improve- 
ment in the aggregate current account of the developed market 
economies in 1981. There was little change in their aggregate 
deficit in 1982, but there were anumber of shifts in the position of 
individual countries. The biggest change was in the United 
States where the current account moved into substantial deficit. 


The improvement in the world economy that got under way 
towards the end of 1982 gave only a weak stimulus to world trade 
in 1983. The pronounced upturn in the United States (and 
Canada) gave a major contribution to the growth of trade, but 
several restraining factors were still at work and the result was a 
modest growth in the volume of world trade of 1 per cent. The 
main characteristic of the growth of world trade volume was its 
geographical unevenness. The substantial rise in imports into 
the United States was mainly due to a relatively strong recovery 
in aggregate demand. In addition, the appreciation of the US 
dollar made imports very competitive with domestic production. 
In the developed market economies outside of North America 
sluggish economic growth and depreciating currencies led, in 
contrast, to little or no expansion in import volumes. Thus, the 
considerable recovery in the imports of the ECE region mainly 
reflected developments in North America, although there was 
some pick-up in imports into the centrally planned economies. 
Developing countries were under strong pressure to reduce their 
imports. During 1983 the oil-exporting countries were affected 
by falling oil prices and a slackening in the demand for oil. Faced 
with persistently falling export earnings these countries also had 
to reduce their imports sharply. In many non-oil developing 
countries, the need to make room for debt servicing payments, 
which were taking a large percentage of export earnings, also 
contributed to the reduction of imports into these countries. 

The economic recovery strengthened during 1984 and stimu- 
lated a marked upswing in world trade after three years of decline 
and stagnation. The volume growth was some 8-9 per cent witha 
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very strong increase during the first three quarters of the year. As 
in 1983, import developments differed substantially between 
regions. The rapid expansion of imports into the United States 
persisted and rose above their pre-recession peak. Imports into 
Japan also rose considerably, but in Europe—both in western 
Europe and in the centrally planned economies—they increased 
at a somewhat slower pace. Thus, much of the large increase in 
the volume of ECE imports reflected developments in the United 
States, although western Europe also made an important contri- 
bution. 


The countries benefiting most from the boom in the United 
States in 1983-1984 were Japan, the Asian developing countries, 
Canada and Latin America. The impact on exports from 
Europe—both western Europe and the centrally planned econ- 
omies—was less significant because the trade of the European 
countries is dominated by intra-European trade. Yet another 
feature of trade developments was that the significantly diverging 
dollar prices of major categories of traded goods in 1983-1984 left 
their mark on the terms of trade. The average price of manufac- 
tured goods declined by 7 per cent, that of oil by 16 per cent while 
primary commodity prices rose by some 7 per cent. A large de- 
terioration in the relative trade prices of the OPEC countries was 
largely reflected in the terms of trade gains of the developed 
market economies. The non-oil developing countries also had 
some improvement in their terms of trade, although primary 
commodity prices were falling in the latter half of 1984 after a 
considerable increase in 1983 and early 1984. 


The changes in current balances in 1984 reflect the widespread 
adjustments that had been under way in earlier years. These 
adjustments were mostly concentrated in the trade account. 
Large imbalances, with opposite signs, developed in the United 
States and Japan. The continued widening of the United States 
deficit stemmed mainly from the upsurge in imports, while for 
Japan the spectacular growth in the surplus was caused by its 
strong export performance. In Europe—both western Europe and 
the centrally planned economies—there were some improve- 
ments in current accounts, mainly because of favourable export 
developments. In the non-oil developing countries the strong 
growth of exports led to a further large improvement in their 
trade and current balances. Finally, the current account deficit of 
the OPEC countries was reduced, mainly because of recovery in 
the volume of oil exports. 


(ii) East-west trade 


The economic disturbances which followed the second oil 
shock had profound effects on east-west trade. After a period of 
uninterrupted growth in the second half of the 1970s the volume 
of western imports from eastern Europe fell for three consecutive 
years from 1980. This trade flow developed even less favourably 
than the volume of western imports from the world. This 
weakening export performance of the east European countries 
reflected above all the general slowdown in the western market 
economies, but western trade policies may have also contributed 
to this development. In addition, domestic economic factors and 
policy measures adopted in eastern Europe also played a role in 
the weak performance. The volume of western imports from the 


Soviet Union had declined quite steeply since 1979, but there was 
a sharp upturn in 1982. This reversal was mainly due to the 
growth of energy imports. 


The volume of western exports to eastern Europe had stag- 
nated in the latter half of the 1970s and declined after 1980. The 
balance of payments situation was aggravated by accumulating 
debt and, for some countries, by increasing difficulties in obtain- 
ing access to credits and so strong adjustment measures were 
directed at imports from the west. Having succeeded in a con- 
siderable adjustment of their external balances in 1980 and 1981, 
the east European countries achieved a convertible currency 
current account surplus in 1982, at about the same time as the 
supply of new credits largely dried up. 


By contrast, western trade with the Soviet Union was more 
dynamic than the rest of east-west trade. Although the volume of 
oil sales from the Soviet Union to the west declined, its export 
revenues still increased considerably following the rise in oil 
prices. Higher revenues, in turn, permitted a faster growth of 
imports. On the other hand, when oil prices weakened in 1981- 
1982 Soviet export revenues remained largely intact because the 
volume of oil exports was sharply increased. 


Western trade with eastern Europe showed definite signs of 
recovery after 1982. Following a period of decline in 1980-1982, 
western imports increased sharply in 1983 and accelerated in 
1984. This turnround was caused by the general economic гесоу- 
ery in the west, by strong export efforts and by recovery of supply 
capacities in eastern Europe. The eastern export growth mainly 
reflected higher sales of oil and oil products and, in the case of 
Poland, the regaining of lost coal markets. Western imports of 
manufactured goods also rose at high rates. 


Western exports to eastern Europe, which had also fallen for 
several years, started to recover in 1983 and continued to grow at 
a modest rate in 1984. 


The pattern of adjustment in eastern external balances was 
different from that in 1980-1982, when adjustment was achieved 
through the reduction of imports at a faster rate than the fall in 
exports. In 1983-1984 east European exports were growing 
rapidly and imports began to rise again, although slowly. As 
regards western trade with the Soviet Union, energy was mainly 
responsible for the continuation of western import growth in 
1983-1984. By contrast the formerly dynamic western exports to 
the Soviet Union stagnated in 1983 and fell in 1984. This 
probably reflected the winding down of contracts linked to the 
Yamal pipeline project. 

The changes in east-west trade flows were reflected in im- 
provements in eastern convertible currency current accounts. 
The east European surplus of 53 billion in 1983 increased to 
$4 billion in 1984, while the S6 billion surplus of the Soviet Union 
improved considerably, to 58 billion in 1984. 


The favourable balance of payments developments of the east 
European countries during the last few years has improved their 
financial situation. Their rapid capacity to adjust their external 
accounts has increased the willingness of western banks to lend 
to them. Consequently, eastern borrowing in the international 
markets resumed in 1983, albeit at a low rate, and accelerated 
markedly in 1984. 


Economic disturbances in the early 1980s 


1.4 APPRAISAL OF THE SHORT-TERM PROSPECTS 


A year ago the economic performance in all areas of the ECE 
region was expected to improve. In fact output expanded over 
4 per cent for the region as a whole in 1984 and was even stronger 
than forecast. Although some slowdown is envisaged for 1985 


aggregate growth for the region might still be close to 3 12 per 
cent. 


The disparity between rates of growth in western Europe and 
North America seems likely to narrow considerably, if not disap- 
pear, in 1985. This is mainly due to the deceleration in the United 
States, which was already apparent in the second half of 1984. In 
the first quarter of 1985 total output growth in the United States 
was actually very weak. Although the majority of forecasts in 
western Europe do not anticipate much change in the overall 
growth rate, a modest strengthening in economic activity is 
possible. However, activity in the last months of 1984 and in the 
early months of 1985 has shown little sign of acceleration. For 
the south European countries some increase in the rate of growth 
is expected. 


For the last few years monetary policies in the developed 
market economies have been set to reduce the rate of inflation 
mainly by progressively decelerating the rate of growth of the 
money supply. For 1985, money supply growth targets have been 
lowered in most countries. Nevertheless, monetary policy 
appears to be accommodating continued output expansion. 
While monetary policy has been the prime instrument for bring- 
ing down inflation, in most countries, except the United States, 
fiscal policy has sought to cut budget deficits and to check public 
spending. Fiscal policy has thus had a restraining influence on 
economic activity in western Europe, and a further move in this 
direction is forecast for 1985. In the United States the escalation 
of the budget deficit has given a strong stimulus to economic 
activity, which will continue during 1985. This basic difference in 
the fiscal policy stances of the United States and western Europe 
is an important factor in the disparity between their growth rates. 
At the beginning of 1985 there were no indications of major 
changes in the basic orientation of monetary and fiscal policy. 
However, in the early months of the year there was mounting 
pressure for some relaxation in western Europe and increasing 
anxiety in the United States at the domestic consequences of 
failure to curb the federal deficit. 


There is a risk that normal cyclical factors, strengthened by 
increasing domestic and external imbalances, might lead, even 
before the end of the current year, to a recession in the United 
States. Such an eventuality would undoubtedly have serious 
repercussions on the rest of the world economy unless other 
compensatory sources of growth appear. In the west European 
economies, which are less dependent than other regions on the 
United States economy, stronger growth than is generally fore- 
cast would then be required to counteract the weakening 
stimulus from the United States. To achieve such growth west 
European economic policies should be co-ordinated so as to give 
more support to growth than has been the case in the recent past. 
In particular, investment in fixed capital should be encouraged. 


Following a period of recent acceleration in economic growth 
in the centrally planned economies, annual plans indicate that 
strategies are designed to stabilize expansion at the rate attained 
in 1983 and 1984 rather than to attempt any further speeding up of 
output growth. Nevertheless, the plans indicate somewhat 
higher growth in eastern Europe and the Soviet Union in 1985. 


Although the constraints arising from external balances appear 
to have eased somewhat, most countries will continue to hold 
back the rise in 2 domestic demand (NMP used) relative to 
domestic output (NMP produced). The planned growth should 
leave more room for increased allocation of resources to invest- 
ment and hence to reversing the investment slowdown of recent 
years. There is a pressing need to modernize productive capaci- 
ties and to achieve faster structural adjustment. 


Due to the severe winter, construction and production in 
several industries in eastern Europe and the Soviet Union 
actually fell in the first two months of 1985. Some of the coun- 
tries concerned have already taken measures to make up the 
losses of output during the rest of the year. These shortfalls in 
output, as well as strains on energy balances, raise uncertainty as 
to the feasibility of implementing some of the annual plans for 
1985. Nevertheless, for the group as a whole the aggregate 
growth rate of NMP implied in the plans seems to be still within 
reach. 


After a strong but uneven revival in 1984 the outlook for world 
trade in 1985 is for slower volume growth but for a more balanced 
distribution among the major economic regions. The more 
moderate increase in world trade reflects mainly an expected fall 
in the growth of imports into the United States, which in 1984 was 
the main stimulus to the expansion of trade. Although no accel- 
eration in the growth of west European imports is foreseen, the 
relative contribution of developments in this region to the expan- 
sion of world trade is likely to be greater in 1985 than in 1984. 
Given the importance of intra-European trade, import demand in 
the European countries will be the main determinant of west 
European exports. 


The major part of the European centrally planned economies’ 
trade consists of шна-СМЕА area transactions where volume 
growth was unusually high in 1984. A somewhat smaller rise is 
likely in 1985. Developments in the world market and in western 
Europe in particular will have a decisive influence on the 
centrally planned economies’ trade with the market economies 
in 1985. Since a substantial increase in imports of developed 
market economies is still foreseen, there will probably be room 
for further growth in east European exports to the west. Even 
with reduced export volume growth the countries of eastern 
Europe should be able to maintain the 1984 pace of import 
volume growth within the targets set for their external balances. 
The volume of Soviet imports from the west will be boosted, as it 
was in the last quarter of 1984, by the need to compensate for the 
poor grain harvest in 1984. The future development of world 
energy prices will be an important determinant of the Soviet 
Union’s earnings in 1985. 


During recent years the international debt situation has poseda 
serious threat to the stability of the international financial 
system. However, progress has been made towards a more last- 
ing solution to this problem. Growth in the industrialized coun- 
tries has enabled the developing debtor countries to expand 
exports enough to allow the resumption of moderate economic 
growth in debtor countries and for improvements in their 
external payments situation. The prospects for 1985 indicate that 
the debt problem will not improve much further because growth 
in the industrialized countries and in world trade will decelerate. 
The international financial system still remains vulnerable to sud- 
den changes in the situation of debtor countries, which require 
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many years to consolidate the progress made so far and to correct capital inflow into these countries, a requirement that may not b 
existing structural imbalances. The latter needs aresumption of _ easily met. 


Chapter и 


WESTERN EUROPE AND NORTH AMERICA 


2.1 RECENT DEVELOPMENTS AND POLICY ISSUES 


This section summarizes the main economic developments in 
1984 in western Europe and North America; then follows a 
discussion of policies, the outlook for 1985 and an appraisal of the 
current economic situation. 


(i) An overview of recent developments 


The present recovery of the growth of output in the market 
economies of the ECE region, which began towards the end of 
1982, continues to be dominated by developments in the United 
States, where a large fiscal deficit and sharply rising consumer 
credit kept domestic demand rising at an annual rate of nearly 
11 per cent in the first half of 1984 (in the second half it fell to 
about 5 percent). Although domestic output has risen strongly in 
response to this growth of demand, the United States’ balance of 
payments has moved into considerable deficit and this has beena 
major factor in stimulating output in the rest of the world, albeit 
somewhat unevenly. 


After growing by nearly 4 per cent in 1983, GNP in the United 
States continued to grow strongly in the first half of 1984. Growth 
was in fact unexpectedly strong. Some deceleration had been 
expected as a result of rising interest rates, but in the first two 
quarters of 1984 output grew by 10 and 7 per cent respectively 
(seasonally adjusted annual rates): this was faster than during the 
first year of the recovery, a pattern which is exceptional in the run 
of post-war recoveries. The initial (or “flash”) estimate of growth 
in the second quarter was 5.7 per cent (successively revised to 
7.1 per cent) but expectations in the financial markets had been 
nearer 4.5 per cent: the continuing strength of the US economy 
thus increased fears of “overheating” and interest rates began to 
rise. In fact the Federal Reserve had already decided to tighten 
monetary policy at the end of March and by the end of June prime 
rates had risen to 13 per cent (2 points above their level in 
January) and stayed there until September. This tightening of 
monetary conditions contributed to a sharp deceleration of 
output growth in the third quarter. Stagnant consumption and a 
deterioration of net exports were the main factors in this slow- 
down, the sharpness of which was as unexpected as the buoyancy 
of growth in the first half of the year. The initial estimate of third- 
quarter growth (3.6 per cent) was generally welcomed as a sign 
that the economy was settling down to a rate of expansion which 
was more sustainable than the earlier pace but which would still 
permit further progress in reducing unemployment. However, 
there were increasing signs that the slowdown was more severe 
than suggested by this first estimate and in September there wasa 
marked easing of monetary policy. (The estimate of third quarter 
growth was eventually revised to 1.6 percent.) The effects of this 
relaxation of monetary policy are still unclear but the most recent 


И 


estimates Гог the last quarter of 1984 put GNP growth at 4.9 per 
cent with improvements in private consumption, fixed invest- 
ment and government spending. For 1984 as a whole United 
States’ GNP is provisionally estimated to have risen by nearly 7 
per cent, compared with a little under 4 per cent in 1983 and an 
official forecast in February 1984 of 5.3 per cent. 


The expansion in the United States has been supported by an 
exceptionally rapid growth of fixed capital investment, particu- 
larly in the business sector—its growth has been exceptional not 
only in relation to the other main components of demand but 
also to previous post-war recoveries. In the four quarters from 
1983(П) to 1984(1) the total volume of gross domestic capital 
formation was rising at annual rates of more than 20 per cent. 
Although there was a sharp deceleration from such high rates of 
growth in the second half of 1984, business fixed investment was 
still providing strong support to US growth. Investment expendi- 
ture on housing flattened out in the second quarter with little 
change in the rest of the year. Although the performance of fixed 
investment has been especially prominent, the recovery has been 
broadly based: private consumption grew strongly (5-8 per cent) 
in the first two quarters of 1984 and, in contrast to 1983 when 
there were large cuts in non-defence expenditures, government 
spending was rising throughout the year. After destocking in 
1983, stock accumulation in the business sector increased sub- 
stantially in 1984, particularly in the first three quarters, and made 
a significant contribution to output growth. However, much of 
this increased expenditure has gone into imports and the current 
account deficit, which has risen from under | per cent of GNP at 
the beginning of 1983 to over 3 per cent in the last quarter of 1984, 
has become an increasing drag on the growth of domestic output. 


Average GDP growth in western Europe in 1984 was about 
2.5 percent, a little better than was forecast at the start of the year 
but very modest in comparison with the United States’ rate of 6.8 
per cent (table 2.1.1). France lowered the average rate with 
expansion of less than 2 per cent while only a handful of the 
smaller economies grew by more than 3 per cent. Norway and 
Denmark were the most rapidly expanding economies, with 
annual growth rates of more than 4 per cent. 

The persistent weakness of western Europe in comparison 
with the United States during the present upturn can be seen 
clearly in chart 2.1.1 which gives quarterly industrial production 
figures for both sides of the Atlantic. By the third quarter of 1984 
industrial production in North America was 22 per cent above its 
level in the last quarter of 1982, the trough of the last recession: in 
western Europe it was only 7 per cent higher. Production in the 
United States increased in seven successive quarters from the last 
quarter of 1982, whereas the recovery in Europe has not only 


12 Western Europe and North America 
rN i Sh oa iin ee eee Coen ee Se a НИНЕ. 


TABLE 2.1.1 


Main economic developments in western Europe and the United States, 1982-1984 
eee eee Ue ee ee Е ыы 


Western Europe United States 
1982 1983 1984 1982 1983 1984 
Targets: 
(GD Pscrowtheise ао eee +) BOLD 2 2.5 —2.] 3:7 6.8 
De Пи ОИ 4 6 по ор o бб HS —0.8 0.1 —0.8 13 4.1 
BeUnemploymentrate’ eet 8:41 9.4 9.7 9.5 9.5 7.4 
A. ПО ЕО о оо 6 oe ep ee eo BEB 7.0 5.8 6.1 32 4.3 
bh (CUM COMTI CIDY., 5 5 5 5 5 6 6 5 5 0.5 0.3 0.3 —0.3 = = 
6. МееушиЕ сте ю к. Е Ш 16.1 LS, 15.8 12.8 11.5 
Instruments: 
Па УС ибо ово ee Sts —4.5 28 = 2 
8 Change in structural budget deficit’ . . . . 0.5 0.5 0.4 = 153) —0.6 5= 015 


Sources: National statistics and OECD, Economic Outlook, December 1984. 
4Thirteen countries (excluding southern Europe). 

Ь GNP for the United States. 

с Per cent of total labour force. 

d Change in consumer prices. 

© Eleven west European countries (Ireland and Switzerland excluded). 

f As per cent of nominal СОР/СМР-11 west European countries. 


been weak but also hesitant: in most individual countries output 2.1.2): output in the Federal Republic of Germany recovered 
has stagnated or fallen in one or more quarters during this period. quite sharply in the second half of the year, but in the United 
By the first quarter of 1984 west European output had regained Kingdom it continued to be affected by the coal miners’ strike 
the average level of 1980 (a year of recession) but there was a_ (coal usually accounts for about 4 per cent of UK industrial 
setback in the second quarter mainly because of strikes in the production and the strike is estimated to have lowered the level 
Federal Republic of Germany and the United Kingdom (table — of industrial production by about 3 1/2 per cent in the second half 


CHART 2.1.1. 


Industrial production in western Europe and North America, 1980 — 1984 2 


(1975 = 100) 
North Атегса === Western Europe ecccecces 
145 5 
130 
125 | = = ae, ; oo 
120 ° 
те ree Bt 
e ® 
ae get Ge, ae 
115 т = = 
Ba ace 
110 ee 
1 aa ae Зо и ee et mee eee ey (ee ee ee ee eee eee mp eee 
oe 1982 1983 1984 


Source: OECD, Main Economic Indicators, Paris (monthly). 
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of 1984). In many of the smaller economies industrial production 
rose quite strongly in the first half of 1984, partly because of a 


rapid growth of exports. 


TABLE 2.1.2 


The recovery of output in the market economies has been 
largely supported by private consumption, although in 1984 fixed 
investment and stockbuilding played an increasing role. In the 
United States private consumption (supported by rising employ- 
ment and incomes, falling inflation and rising personal debt) 
increased more in 1984 than in 1983, while for western Europe as 
a whole the rate of growth was much the same in both years. 
Growth was also supported by public expenditure in the United 
States where it accounted for about 10 per cent of the rise in 
GNP; in most of western Europe the growth of real public expen- 
diture continued to decelerate (it actually fell in Belgium, Ireland 
and the Netherlands) and provided less than 10 per cent of the 
total rise in GDP. There were large increases in fixed investment 


(particularly business investment) in the United States (up 18 per 


cent after a 10 per cent rise in 1983), the United Kingdom 
(6 1/2 per cent), and in Denmark (12 per cent). In France invest- 
ment fell again in 1984 (for the fourth year running) while in the 
Federal Republic of Germany a small increase for 1984 as a whole 
reflects both a fall in capital expenditure in the first half of the 
year, when confidence was seriously affected by the metal- 
workers’ strike, and a deceleration due to the abolition (at the end 


of 1983) of investment allowances for machinery and equipment 
which had encouraged a bunching of investment in 1983. In most 


of the smaller countries fixed investment did better than in 1983 
although there was a deceleration in Switzerland and declines in 
Finland and Ireland. Stockbuilding in western Europe, which 
was negative in 1983, contributed about one quarter of the rise in 
GNP; in the United States business inventories rose significantly 
(with substantial quarter-to-quarter differences) and accounted 
for somewhat more than a quarter of the GNP rise. There was a 
marked acceleration in west European exports of goods and 
services in 1984: their volume rose some 6.5 per cent compared 
with about 2 per cent in 1983. (The improvement was particularly 
marked for the four larger economies whose export performance 
had lagged behind that of the smaller countries in 1983.) Imports 
also accelerated sharply, but the net balance on goods and 
services nevertheless contributed about 17 per cent of the 
increase in GDP in the four large economies and some 30 per 
cent in the smaller ones. In the United States, the fall in net 
exports was equivalent to a quarter of the real GNP rise. 


The recovery of the last two years has not been accompanied 
by any upsurge in inflation rates, although there were many 
commentators and officials who argued that any fiscal stimulus 
such as that experienced in the United States would lead to ac- 
celerating inflation. This has not happened and in the major 


economies consumer price inflation has shown little sign of 


rising. In the United States the average rate of increase fell from 
4.5 per cent in the last quarter of 1982 to about 2.5 per cent in the 
third quarter of 1983 after which there was a slight increase; 
however, throughout 1984 the rate has remained between 4 and 


4.5 percent. In western Europe the average rate (for 13 countries) 


has fallen from over 11 per cent in 1980-1981 to around 5 per cent 
in the fourth quarter of 1984. The differences among the Euro- 
pean countries have narrowed, mainly as a result of a marked 
deceleration of rates of inflation in those countries where they 
had still been relatively high in 1983 (Italy and France, for 
example). Nevertheless, in the last quarter of 1984 inflation in 
western Europe was on average still higher than in the United 
States: only in the Federal Republic of Germany, the Nether- 


lands and Switzerland was it lower. 


A number of factors appear to have contributed to this relative 


stability or deceleration of inflation rates. Although the demand 


for labour has varied widely among different countries, increases 


Industrial production in western Europe and North America, 1984 
(Percentage change over previous quarter, seasonally adjusted) 
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Sources: OECD, Мат Economic Indicators, Paris; and national sources. 
4 Mining and manufacturing. 


in average hourly earnings have moderated or remained stable in 
most countries. In western Europe increases during 1984 were 
not very different from those in 1983, and there was a marked 
deceleration in France, Italy and the Netherlands. In the United 
States the wage moderation that appeared during the recession 
has been maintained: even during this last year of rapid growth 
and falling unemployment, the growth of hourly earnings was no 
more than in 1983. Labour cost pressures have been considerably 
eased by the lower rate of nominal wage increases and by further 
improvements in productivity (although in general the latter rose 
less sharply than in 1983). In western Europe unit labour costs 
rose on average by some 4 per cent in 1984 compared with 8 and 
6 per cent in 1982 and 1983. In the United States the rise was 
some 2 1/2 per cent after a sharp deceleration in the second half 
of 1983. Moderate wage increases, rising productivity and some 
acceleration in final output prices all allowed profits to improve 
quite markedly in 1984. 


International cost pressures have also weakened during the 
present recovery although, because of exchange rate changes, the 
impact of these will have been greater for the United States (and 
Japan) than for western Europe. Nevertheless the continued 
weakness of world crude oil prices during the present recovery 
has been significant, not only for measured inflation rates but 
also for improving expectations that the recovery could continue 
without setting off another supply-side shock of the type ex- 
perienced in the 1970s. In the first quarter of 1984 the average 
OPEC price was about 10 per cent lower than a year earlier (which 
in turn was just over 10 per cent below its peak of $36.20 in the 
first quarter of 1981). For the rest of 1984 the OPEC cartel was 
trying to defend its $29 a barrel reference price in the face of 
expanding production from non-OPEC members and falling spot 
prices. A number of short-run factors contributed to the weak- 
ness of oil prices in 1984 but longer-run changes in energy 
demand are probably beginning to have an impact: energy 
consumption per unit of GDP in the market economies has been 
ona falling trend as a result of structural change (away from the 
more energy intensive sectors such as steel), energy conservation 
and generally greater fuel efficiency. Within this global decline 
in the energy-output ratio, there has been a continuing switch 
away from oil to other fuels. 
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Other world commodity prices were also weak for most of 
1984. Some of the fall in commodity prices may be due to the rise 
in the dollar exchange rate, but the UNCTAD index in SDR 
terms has also fallen. A variety of specific reasons may be 
advanced for this weakness (high interest rates, which discourage 
restocking; the relatively weak recovery in western Europe which 
takes a much larger proportion of world imports of primary ma- 
terials than the United States, etc.) but, as in the case of oil, there 
does appear to have been some weakening of the relationship 
between output changes in the developed market economies and 
the demand for primary commodities (possibly for similar 
reasons: structural change towards activities with a low raw- 
material content, such as services and electronics, increased 
consumption of synthetic substitutes produced in the market 
economies themselves, and generally greater efficiency in raw 
material use). However, for all the west European countries this 
favourable influence of world prices on their domestic inflation 
rates was attenuated by the depreciation of their currencies 
against the dollar: for all of them, import prices in dollars fell but 
in national currency rose, in some cases quite considerably. 


The recovery has had a marked effect on employment and 
unemployment only in the United States where the former 
increased by about 4 per cent in 1984 and the latter fell from 8 per 
cent of the labour force in the first quarter to around 7 per cent in 
the fourth quarter. In western Europe unemployment generally 
remained on a rising trend during 1984 and there was some ac- 
celeration in the summer, partly because stronger demand has 
encouraged re-entries into the labour force. At the end of 1984 
total unemployment in western Europe was more than 19 mil- 
lion, or a little over 9.5 per cent of the total labour force. The fall 
in west European employment came to an end in 1984 and there 
was some recovery in the second half of the year, mainly in the 
Federal Republic of Germany, the United Kingdom, and in the 
Scandinavian countries. But two years of “recovery” in western 
Europe have so far failed to restore employment (and unemploy- 
ment) to their pre-recession levels. 


International trade and payments in 1984 continued to be dom- 
inated by the widening United States’ current account deficit, 
which is estimated to have exceeded $100 billion, more than 
double the figure for 1983. The main factor behind this deficit is 
the deteriorating trade account (particularly imports which rose 
by almost 30 per cent in volume in 1984), although the United 
States’ traditional surplus of investment-income is being eroded 
by the rapid increase in the flow of net interest paid abroad and 
the lower dollar value of profits remitted by US companies. 


For western Europe as a whole (13 countries excluding 
southern Europe) the current account surplus of some $11 billion 
in 1983 increased slightly in 1984. However, this aggregate 
conceals a diversity of changes in individual countries: improve- 
ments in the Federal Republic of Germany, France and the 
smaller economies were offset by a deterioration in Italy and the 
United Kingdom. In France the deficit has been reduced con- 
siderably as a result of restrictive policies at home and rising 
exports. In Italy there was a move back to deficit as rising 
domestic demand led to a sharp rise in imports and in the United 
Kingdom the coal miners’ strike was partly responsible for the 
current account deterioration. Although strikes also affected the 
performance of the Federal Republic of Germany in early 1984, 
there was a sharp improvement in the current account in the last 
quarter. In most of the smaller economies current accounts 
improved in 1984, the strongest by far being Norway, the Nether- 
lands and Switzerland with surpluses of between $3 and 
94.5 billion. 


The principal counterpart of the United States’ current 
account deficit is a massive inflow on the capital account in 


response to very high interest rates. The level and variability of 
United States’ interest rates has been a source-of difficulty for 
other countries ever since October 1979 when US monetary 
policy began to emphasize money supply targets. Since then 
prime lending rates have been as high as 20 per cent and stood at 
10.75 per cent at the end of 1984, although inflation has fallen 
from around 14 per cent to about 4 per cent. 


In February and March 1984, financial markets were increas- 
ingly concerned with the United States’ Federal Government 
and balance of payments deficits and with fears that continuing 
high rates of growth in the US economy would soon lead to over- 
heating. Short-term rates in the United States began to rise, 
albeit with fluctuations, but did not automatically affect Euro- 
pean rates-indeed the dollar fell in February and March. 
However, once it became known that the Federal Reserve had 
decided towards the end of March to tighten monetary policy 
then foreign sentiment about the dollar improved and the poten- 
tial linkage between US and European rates was restored. 


The rise in United States’ interest rates in the first half of 1984 
(table 2.1.3) reflected the strong private sector demand for credit 
and the continuing pressure on the capital markets from the need 
to finance the federal deficit. Private sector credit demand was 
also affected by the increasing shift from private consumption to 
business investment which meant an increase in corporate 
borrowing. (The latter was also inflated in the first half of the 
year by a bout of merger activity financed largely by debt issues.) 
Given the stance of monetary policy, rates rose sharply from mid- 
March to the end of May. There was then a temporary easing of 
rates as aresult of the need to supply liquidity to a major US bank 
and of rumours that other US banks were facing liquidity prob- 
lems: given their large exposure to developing country debt it was 
feared that a further rise in interest rates would have serious 
repercussions on the US banking system. However, these fears 
soon diminished, partly because of increased confidence that the 
debt problem was under control. With a record increase in 
consumer credit in June, US rates rose sharply again: on 25 June 
prime rates, which were 11 per cent at the start of the year, were 
raised to 13 per cent where they remained throughout the 
summer. 

In September the Federal Reserve eased monetary policy 
appreciably in response to an unexpectedly sharp deceleration in 
real output growth: with weaker output and a low inflation rate, 
there were renewed fears about the impact of high interest rates 
on the stability of the US financial sector and concern at the 
effects of the strong dollar on domestic activity. For most of 1984 
the growth of the М1 and M2 aggregates had been near the 
bottom of their set limits: with output growing more slowly and 
with inflation expected to remain low, the Federal Reserve acted 
to bring the aggregates nearer the middle of their ranges. Short- 
term interest rates began to fall throughout the last quarter and 
the more accommodating stance of policy was underlined at the 
end of November by a half-point cut in the discount rate to 8.5 per 
cent, the first cut in this rate since December 1982: a further cut, 
to 8 per cent, followed on 21 December, the lowest level since 
October 1978. At the end of 1984 the prime rate had been 
reduced to 10.75 per cent, a marked fall from the mid-year peak of 
13 per cent but not very much below the rate prevailing at the end 
of 1983. (In January 1985 it fell further, to 10.5 per cent.) 

Although west European central banks are clearly aware of the 
limited scope for insulating European interest rates from those in 
the United States, nevertheless there was some degree of 
“decoupling” in 1984. Between January and August (when US 
rates peaked), commercial bank lending rates (to prime bor- 
rowers) in the larger west European economies rose only in the 
United Kingdom in response to sharp falls in the dollar-sterling 
exchange rate. In the United Kingdom, where rates have been 
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TABLE 2.1.3 


Selected interest rates, 1982-1984, end of month 


1982 
Dec. 


1983 


Dec. June Sept. Dee. 


See ee SS OE ee SS a ee ee ee 


A. Short-term rates* 
United States . 
France ee Rees 
Germany, Federal Republic of . 
Italy aes 
United Kingdom 
Japan . 


В. Long-term rates¢ 
United States . 
France Зе Чиа 
Germany, Federal Republic of . 
Italy safe 
United Kingdom 
Japan . 


7.98 


8.94 9.76 И ЦО 05 
12.7188 12.19 12.54 12.23 11.05 10.69 
6.62 6.48 5.86 6.13 5.82 5.83 
19.11 16.95 15.61 14.85 15.40 14.69 
9.72 8.84 8.38 8.86 ONS ИЕ 
6.96 6.45 6.41 6.35 6.32 6.33 
10.33 11.44 tO) МЭО М ПИ 
15.718] 399 13.99 13.68 13.38 11.91 
WS 8.2 729 8.1 7.6 7.0 
19.70 17.69 15.6) 5 1558 58 
10.20 9.90 9.85 10.63 10.04 9.99 
7.50 6.94 6.63 ПЕР 6.79 6.30 


— SS и 
Source: OECD, Main Economic Indicators, Paris, February 1985. 


4Short-dated treasury bills. 


b August (interim peak for the short-term rate in the United States). 


© Yields on public sector bonds. 


largely determined by market forces, there was some decoupling 
from US rates in the early part of 1984, but in July a sharp fall in 
the pound sterling against most other currencies (not just the 
dollar), combined with the threat of a dock strike, led to a 2 1/2- 
point rise in base rates to 12 per cent. Rates subsequently fell to 
10 1/2 per cent by mid-August and 10 per cent by November. 
However, in the opening weeks of 1985, the sterling exchange 
rate again began to fall sharply and the clearing banks raised their 
base rates to 10 1/2 per cent on January 11 and to 12 per cent on 
January 14.2 However, the pressure on sterling persisted with the 
concern for oil prices and interest rates were raised further, to 
14 per cent, at the end of January. 


Among the smaller economies in western Europe short-term 
interest rates tended to remain fairly stable throughout the year, 
although at relatively high levels. In Norway and Finland tighter 
monetary policies were accompanied by a reduction in the extent 
of direct regulation of credit markets: both these countries, with 
high interest rates and strong exchange rates have attracted 
foreign capital inflows. Policies have also been tightened in 
Denmark and Sweden where the current account and foreign 
debt positions still leave these countries highly vulnerable to 
movements in international interest rates. 


After rising in the first half of 1984 long-term interest rates also 
began to ease in the second half and, in contrast to short-term 
rates, were generally lower at the end of the year than in the 
spring. This flattening of the yield curve, which was very 
pronounced in the United States and the Federal Republic of 
Germany, is a sign that there has been a significant weakening of 
inflationary expectations. 


(ii) The stance of economic policies 


There were no major changes in the basic orientation of monet- 
ary and fiscal policies in the developed market economies in 
1984. Particular changes in individual countries have been gen- 


2This second increase was triggered by the temporary reintroduction 
of Minimum Lending Rate (administered by the Central Bank) at 12 per 
cent: it is possible that market rates would anyway have risen to this level, 
but the effect of this move was to remove some of the earlier doubts as to 
the authorities’ attitude towards the decline in the exchange rate. 


erally consistent with their medium-term strategies and short- 
run targets. For the last four years monetary policies in western 
Europe and North America have been set with the basic objective 
of reducing, and then keeping down, rates of inflation. This has 
been done mainly by setting targets for a progressive deceleration 
in the rates of growth of selected monetary aggregates. In the 
past, cyclical recoveries in output-have been frequently ac- 
companied by fast rates of monetary expansion, but in the 
present recovery the growth of the monetary aggregates has been 
moderate. As is clear from table 2.1.4 the growth of money stock 
has decelerated in most countries since 1982 (and in many of 
them since 1979). The acceleration in the United States in 1983 
reflects only partly the easing of policy in 1982: large changes in 
the financial system had taken place (including the introduction 
of new types of interest-bearing accounts which households 
could use for transactions) which inflated aggregates such as M2, 
and the influence of falling inflationary expectations on the 
demand for money seems to have justified a once-for-all rise in 
the money stock. The increase in the demand for the money was 
also influenced by the lack of confidence engendered by the 
recession (an increased precautionary demand for money). 
Given the uncertainties, the Federal Reserve’s monetary targets 
for 1983 were higher and wider than those for 1982, but the 
targets for 1984 were lower than those for 1983 by 1/2 to 1 per- 
centage point. There was in fact a sharp slowdown in money 
growth from mid-1983 through mid-1984. For 1985, most of the 
countries in table 2.1.4 have lowered their targets for the key 
aggregates by a percentage point or two. Given the slowdown 
in output growth forecast in many of them, particularly in the 
United States, monetary policy appears to be accommodating 
continued expansion. In the last few years, targets have been 
generally set to allow for real growth and steadly declining rates 
of inflation over the medium term. The monetary authorities 
have anyway retained some flexibility in their systems of control 
by setting targets fora number of aggregates. Morever targets are 
frequently expressed as ranges and this allows some leeway 
for supporting output growth since the authorities can aim at 
different points in the range: the various changes in United States 
monetary policy in 1984—Ше tightening in March, the easing in 
September~—fall into this latter category. 


In an environment where the overriding objective is to bring 
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TABLE 2.1.4 


Growth of the money stock 
(Yearly averages, annual percentage change) 


Definition 

of money 
stock 1982 1983 19844 
IFTANCCHMREE и M2 11.2 9.0 8.7 
Germany, Federal Republic of M3 6.5 6.7 4.2 
ау ро ROS. SI M3 16.2 14.9 12.6 
United Kingdom . £M3 Wi 10.8 9.3 
Врат cree a oO aa ee M2 9.7 53 8.6 
Репа п aa eee M2 11.0 19.6 13.0 
Ireland а о о M3 Sav 9.0 9.2 
INA, 5 5 5 ao 6 © M2 7.4 9.9 4.4 
ООО В па е 6 во M2 9.4 12.4 133 


Source: Commission of the European Communities, European Economy, 22 November 
1984, p. 137. 

aForecasts by Commission services except United States for which actual growth rates 
over 12 months to June are shown. 


inflation under control and where the prime instrument for doing 
so is monetary policy, fiscal policy is relegated to a subordinate 
role. However, there are wide differences among countries in 
their interpretation of the role of fiscal policy although these may 
be obscured at present because of the apparent uniformity in 
practice: governments in virtually all the market economies are 
engaged in attempts to cut public sector deficits and to check the 
historical, upward trend in public spending. In western Europe 
governments have been trying to reduce public borrowing re- 
quirements in order to support the aims of their monetary poli- 
cies and to avoid still higher rates of interest for a given stance of 
monetary policy. More specifically their concern has been that 
once the upturn in output got under way the expected recovery of 
investment might be crowded out by the demands of the public 
sector on domestic savings. At the same time governments have 
not only been concerned with public sector deficits but also with 
the /evels of general government spending: it is felt that these are 
now so high that they hamper the workings of the market 
mechanism through their effects on incentives and relative prices 
in general. However, this general subordination of fiscal to 
monetary policy does not imply that all west European govern- 
ments share the same rejection of short-run demand and stabil- 
ization policies that has accompanied, at least in principle, 
monetarist policies in countries such as the United States and the 
United Kingdom. For some of them, their attempts to reduce 
borrowing and expenditure levels simply reflects the fact that, in 
the wake of the two oil shocks, they had reached such excessively 
high levels that there was virtually no leverage left for discretion- 
ary fiscal action: in such cases present fiscal restraint is necessary 
to re-open the possibility of a more active fiscal policy in the 
future. 


Perhaps the most distinctive approach to macro-economic 
policy in western Europe, at the present time, is to be found in the 
Nordic countries. Finland has continued to pursue counter- 
cyclical demand management policies: government spending 
was increased in 1982 and 1983, with emphasis on improving 
supply-side efficiency, but tightened during the upswing in 1984. 
After the devaluation in 1982 Swedish fiscal policy was used to 
support an export-led recovery to help improve investment and 
competitiveness while reducing subsidies to the business sector 
and expenditures on welfare. Norway cut taxes in 1982 (after the 
September devaluation) in an attempt to encourage industrial 
recovery and in the autumn of 1983 presented a moderately 
expansionary budget for 1984. In all these attempts to find a 
“middle way” between inflationary expansionism and high rates 


of unemployment, wage restraint has made an important contri- 
bution. Unwilling to adopt a resigned attitude to the growth of 
unemployment, the Nordic countries adopted in January 1985 an 
economic co-operation package centred on regional transport 
investments—this represents a limited attempt at co-ordinated 
international action to stimulate growth and cut unemployment. 


As can be seen in table 2.1.5, west European fiscal adjustment 
in the last three years has been significant. The continuing recov- 
ery in 1984 helped to check the rise in the actual deficits. But the 
real impact of the fiscal tightening is to be seen in the move 
towards surplus of the cyclically adjusted—or structural—deficits: 
in the last three years this has amounted to about 1.5 per cent of 
average west European GDP, with a further move in the same 
direction forecast for 1985. In sharp contrast the United States 
has moved into structural deficit by some 2.5 per cent of GDP 
with another large increase expected in 1985. 


As already noted above, within the framework of macro- 
economic policy adopted in the United States since the begin- 
ning of 1981, fiscal policy was intended to work on the “supply- 
side” of the economy by correcting relative price distortions and 
other disincentives to expanding output. The administration’s 
programme included three successive cuts in personal income 
tax and large increases in business depreciation allowances, all 
within a complex set of fiscal reforms. At the same time there 
were to have been large changes in the structure of Federal 
expenditure, with defence spending rising in volume and non- 
defence expenditures falling. After an initial delay, the tax cuts 
were speedily implemented and defence spending moved ahead 
and at a slightly faster pace than envisaged at the beginning of 
1981. However, the cuts in non-defence expenditure have fallen 
far short of those planned and instead of a balanced budget in 
fiscal year 1984, the original plan, the deficit has risen to more 
than 3 per cent of GNP. Although the size of this nominal deficit 
in relation to GDP is not very different from those in several 
other developed market economies, international concern is 
focused on its structural nature: that is, instead of falling with the 
revival of output, it has continued to rise. 


Given the firm anti-inflationary stance of monetary policy in 
the United States, the financial balances of the various sectors in 
the economy have become the main determinants of interest 
rates. Expectations concerning future government deficits may 
also play a role in raising interest rates in the United States. 


The escalation in the United States’ budget deficit has not led 
to a “crowding out” of private investment nor has it provoked a 
resurgence in the inflation rate. This is mainly because the high 
levels of United States’ interest rates have pulled in large 
amounts of capital from abroad (and greatly reduced the flow of 
American capital overseas). The inflation-reducing effect of this 
net inflow has been reinforced by weak commodity prices and 
wage moderation. Meanwhile the very large stimulus from the 
budget deficit has boosted output which in turn has encouraged 
productivity growth and investment. Investment might have 
been inhibited by the exceptionally high levels of real interest 
rates but this effect was outweighed by the powerful stimulus to 
output expectations and by the tax concessions to the business 
sector. (Interest payments were in any case deductible from tax 
liabilities so that the post-tax rate of interest is generally very 
much lower than pre-tax nominal rates.) 


High and rising US interest rates present the authorities in a 
number of other countries with a difficult choice: either they 
allow their own rates to follow suit or they let their national 
currencies depreciate against the dollar. Higher interest rates 
may check the growth of investment and endanger an already 
fragile rate of economic recovery; for countries with a large pub- 
lic debt, they would also make it still more difficult to correct 
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TABLE 2.1.5 


Changes in the actual and structural financial balances of general government, 1982-1985 
р (Per cent of GDP/GNP, change over the previous year) 


; 1982 1983 19844 19858 
A B A B A B A B 
France . —0.8 = 05 —0.8 —0'3 = 
Rae ь 0.1 0.7 —0:5 0.1 
Federal Republic оЁ. 0.4 ES) 0.7 1.4 1.0 0.9 0.9 0.5 
А Оо 0.1 09 22 Phim 510.8 0:4 2 08 
United Kingdom . 0.7 1.4 =0:9 allel 0.2 (al 0.2 0.4 
Total. —0.1 0.7 —0.1 0.5 0.1 0.3 0.3 0.3 
7 smaller economies? . И = (Nig 0.3 0.3 1 0.6 0.5 = 
Total western Europe. —0.3 0.5 — 0.5 0.3 0.4 04 0.3 
United States =O) 8 = 0:3 —0.6 0.9 — 0,5 —0.4 18) 


Ув 
Sources: OECD, Economic Outlook, Paris, December 1984. A positive sign indicates a tightening of policy, a negative sign a move 


towards expansion. European groups weighted by 1982 GDPs. 


Note: A—Actual, B—Structural 
4 Forecasts. 


b Austria, Belgium, Denmark, Finland, Netherlands, Norway and Sweden. 


budget deficits. Failure to increase interest rates, however, 
would accelerate the flow of capital into the United States. 


Although European interest rates continue to be heavily 
influenced by those in the United States, developments in 1984 
show that a small area of manoeuvre is possible if domestic 
circumstances, particularly concerning inflation and the current 
account, are favourable. Although the Bundesbank intervened 
on several occasions to check too rapid changes, the depreciation 
against the dollar did not provoke any other policy reactions in 
the Federal Republic of Germany: the threat of imported in- 
flation was not regarded as being very serious during 1984 and in 
any case some of the depreciation against the dollar was offset by 
weakening primary product prices. The pressure on domestic 
interest rates was also eased by a reduction in the public sector 
borrowing requirement. The officially-induced cut in interest 
rates in France was also helped by sharp reductions in the rate of 
inflation and in the trade deficit and, in spite of a revival of invest- 
ment, relatively weak demand from the private sector for credit. 
Domestic conditions have also been favourable in the United 
Kingdom: inflation has fallen and remained low, and domestic 
credit demand was weakening during the year. However, the 
situation here has been complicated by the weakness of the inter- 
national oil market. Both in July 1984 and January 1985 the 
prospect of a renewed fall in oil prices accelerated the fall in the 
exchange rate to the point where the authorities feared that their 
anti-inflation objective would be threatened and therefore felt 
obliged to acquiesce in higher interest rates, however unwelcome 
from a purely domestic point of view. It is significant that in both 
instances this official acquiescence appears to have occurred not 
so much in the face of a drop in the dollar rate but when there 
was a significant fall against the Deutschmark or in the trade- 
weighted index. The reason for this reaction, and one which 
applies to other European countries, appears to be as follows: the 
depreciation against the dollar is welcome to the west Europeans 
because it increases their export competitiveness in the buoyant 
US market and in third countries; at the same time, as long as 
their currencies fall more or less together against the dollar the 
inflationary pressures from higher import prices are not very 
great when world commodity prices are weak and when Europe is 
not very dependent on the United States for its imports of manu- 
factures. However, the inflationary threat becomes more serious 
Ка west European country’s currency starts depreciating against 
that of one of its major European trading partners. As is shown 


elsewhere in this Survey (see below, section 5.2(ii)), most west 
European countries do most of their trade with other west 
European countries and most of this intra-European trade 
consists of manufactures. Most of these manufactures, in turn, 
consist of intermediate and capital goods and are often 
exchanged within highly specialized and interdependent pro- 
duction systems (for example, the European motor car industry). 
Import demands within such systems are likely to be very inelas- 
tic, at least in the short to medium run, and so a sharp fall of one 
European partner’s currency against another is likely to have 
more serious consequences for the depreciating country’s 
inflation rate than a similar fall against the dollar. 


The European Monetary System provides one solution to this 
problem, but not all European countries are members of the 
EMS (although some non-members try to keep their exchange 
rate vis-a-vis the Federal Republic of Germany within some 
target range) and, even for members, persistent depreciation 
against the dollar will eventually lead to the threat of imported 
inflation or higher interest rates and greater difficulties in main- 
taining stable exchange rates within the system. (Although, in 
1984, stability of intra-European exchange rates has been helped 
by the continuing convergence of rates of inflation and money 
supply growth.) 


The central banks have generally been very hesitant to inter- 
vene directly in the foreign exchange markets in order to limit the 
appreciation of the dollar. For some authorities this reflected a 
belief that their main priority was to establish “sound” domestic 
policies, especially for money, and when this was achieved the 
determination of the exchange rate could be left to market forces; 
others considered that attempts to intervene would be unlikely to 
have any significant effect on the rise of the dollar and that the 
main outcome would be a waste of foreign exchange reserves and 
arisk to domestic monetary restraint. At the Versailles economic 
summit in 1982 an unsuccessful attempt was made to persuade 
governments to use their official reserves to check the appreci- 
ation of the dollar, although a year later, at the Williamsburg 
summit, the same seven governments agreed “to improve con- 
sultation, policy convergence and international co-operation” 
with a view to stabilizing the foreign exchange market. Sub- 
sequent attempts at intervention, mainly by the Bundesbank in 
August 1983 and again in Septeber 1984, were not co-ordinated 
with other central banks and had limited effect. The suggestion 
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that a concerted intervention by the central banks might be 
sufficient to tip the dollar into a decline, which would then 
continue under its own momentum, was widely discussed in 
1983, but the persistent upward trend in the dollar in 1983 and 
1984 made such an idea appear increasingly like wishful thinking. 
When the pound sterling fell sharply in the summer of 1984 and 
in January 1985, the UK authorities, as noted above, raised in- 
terest rates by 2 and 4 points respectively. However, this last fall in 
sterling appears to have led to a reassessment of official attitudes 
towards intervention: the finance ministers of the Group of Five? 
decided at their Washington meeting in January to take a more 
active and co-ordinated role in the foreign exchange markets. 
This reaffirmation of the Williamsburg statement was quickly 
followed by a publicized, and co-ordinated intervention by a 
number of central banks. There are a number of reasons for this 
shift in attitudes towards intervention. Although predictions of 
the imminent fall of the dollar have been repeatedly falsified 
during the last two years, most western governments believe that 
such a fall must come eventually and that joint intervention 
could help to avoid too precipitous a reversal. In the United 
States the strong dollar has contributed to the maintenance of a 
low inflation rate, but there is increasing concern at the associ- 
ated costs of a burgeoning trade deficit and the increasing weak- 
ness of many manufacturing industries faced with competition 
from cheap imports. Western Europe has benefited from its 
increasing competitiveness vis-a-vis the United States (although 
by no means to the same extent as Japan and other Asian coun- 
tries) but there are increasing fears that the rising dollar will lead 
to further restrictions on US imports, a development that would 
clearly be inimical to Europe’s longer-run interest and one which 
would not be quickly reversed. The effects on west European 
inflation rates of the rising dollar were offset by lower domestic 
inflationary pressures in 1984: but the dollar effect could be 
stronger as the slide in world commodity prices levels off and as 
the cyclical gains in productivity growth become smaller. West 
European governments are also anxious to avoid any further rise 
in interest rates which might weaken the prospects for continued, 
albeit modest, growth in 1985.4 Thus this more favourable atti- 
tude towards intervention on the foreign exchanges reflects 
current policy dilemmas and perhaps frustration at not being able 
to escape from them. Whether this change in attitude will lead to 
more effectual action remains uncertain: it is widely accepted 
that the central banks are unlikely to succeed in reversing an 
underlying trend ina given exchange rate and even the correction 
of short-run fluctuations may be difficult if there are doubts as to 
what is the actual trend value. Nevertheless, by the end of 1984 
the belief that the value of the dollar is being increasingly inflated 
by speculative demand and that central bank reserves can be 
deployed to counter this appears to have gained ground. 


(iii) The outlook for 1985 


Economic developments in the last two years have been 
marked by the wide disparity between the rates of growth of 
output in western Europe and the United States. Although the 
weaker European performance has been often ascribed, with 
some justification, to a lack of flexibility in dealing with structural 
problems, an important factor behind the difference in perform- 
ance has been the markedly different stance of fiscal policies: 
as already noted above, these have been very restrictive in 


3 France, the Federal Republic of Germany, the United Kingdom, the 
United States and Japan. 

4 The choice is not simply between the risk of higher inflation and 
higher interest rates: higher interest rates will also affect measured in- 
flation rates, particularly where mortgage costs are included in the 
consumer price index. 


western Europe for the past several years while in the United 
States they have been highly expansionary. At the beginning of 
1985 there are few signs that this contrasting stance of policies 
will be significantly altered in the course of the year. 


In western Europe, governments’ budget plans for 1985 gen- 
erally indicate the continuation of fiscal restraint with targets, 
often over a two to three-year period, for the reduction of budget 
deficits in relation to GDP. Only in Norway has a slightly more 
expansionary stance been adopted for 1985; in Switzerland the 
expansionary stance of fiscal policy in 1983 and 1984 will be 
reduced in 1985 (but not eliminated). Fiscal restraint is also 
accompanied in many cases by fiscal reforms and changes in the 
structure of taxation. In France and the United Kingdom, for 
example, income tax cuts have been proposed for 1985 (and for 
1986 in the Federal Republic of Germany)-—the effects on the 
budget deficit, however, should be offset by indirect taxes and 
reduced government expenditure. However the net effects of 
complicated tax reform packages, such as that introduced in the 
1984 budget in the United Kingdom, are often very difficult to 
predict: this UK budget, although intended to be neutral, was 
probably slightly expansionary, adding about one quarter of a 
percentage point to total output.© The UK budget for 1985 may 
also be less restrictive than it appears insofar as the sale of public 
assets to the private sector is included in the targeted reduction in 
the borrowing requirement. However, although there is inevi- 
tably some margin of error in estimates of the actual outcome, 
the general intention of fiscal policy in western Europe is to 
maintain, and indeed intensify, the current restrictive stance. 
The basic stance and objectives of European monetary policies 
will also be maintained—the main question here however, is 
whether they will continue to be more restrictive than warranted 
by purely domestic considerations. The answer to this will 
depend largely on the course of interest rates in the United 
States, which in turn will be influenced in large measure by 
whether or not significant cuts in the Federal deficit can be 
achieved. Current prospects for speedy and effective action in 
this direction do not appear to be very good however. Although 
the Federal Reserve eased monetary policy in response to the 
slowdown in output growth in the second half of 1984, it is 
unlikely that it will do any more than move cautiously within the 
pre-set limits for monetary growth. Interest rates are therefore 
likely to remain high. It should be recalled that the Federal 
Reserve’s firm commitment to an anti-inflationary policy stance 
has been a major factor in maintaining foreign confidence in the 
dollar and, therefore, in restraining interest rates from rising to 
even higher levels. 


Against this background aggregate GDP growth for the market 
economies of the ECE region is officially forecast to slow down 
from about 4.5 per cent in 1984 to about 3 per cent in 1985. The 
forecast deceleration in growth is due essentially to the United 
States, the underlying growth rate in western Europe not being 
expected to change very much (table 2.1.6). 


The United States’ Administration has recently forecast a 
growth rate of 4 per cent between the fourth quarters of 1984 and 
1985, which is equivalent to a year-on-year increase of some 
3.7 per cent. At the same time the rate of inflation (as measured 
by the GNP deflator) is forecast at 4.3 per cent, slightly higher 
than in 1984. The forecast for real output growth is only a little 
more optimistic than most independent forecasts made at the 
turn of the year: OECD’s December forecast was for (year-on- 
year) growth of 3 per cent and in the United States at the end of 
1984 the consensus of professional forecasters was around 
3 1/2 per cent. This perspective is based оп the less restrictive 


> NIESR, National Institute Economic Review, London. May 1984, p. 6. 
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stance of monetary policy since last September, continuing 
reserves of spare capacity in industry and no alarms over the 
inflation rate. Private consumption and business fixed invest- 
ment should provide the main supports to growth, although 
rising at significantly lower rates than in 1984. After rising some 
18 per cent in 1984 gross domestic fixed capital formation could 
slow down to around 6 per cent in 1985, with the deceleration in 
business fixed investment being somewhat less. The slowdown 
in Output growth in 1985 should entail a marked fall in the growth 
of imports of goods and services—these increased in volume by 
nearly 30 per cent in 1984 but this growth rate should slow down 
by more than a half in 1985. However, export growth is not fore- 
cast to accelerate markedly and so there is likely to be some 
further deterioration in the trade deficit, although not at the rate 
of the last three years. 


TABLE 2.1.6 
Annual changes in real GDP, 1983-19852 


(Percentage change over previous year) 
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Sources: National statistics 
section 2.2. 


For 1984 estimates and 1985 forecasts see Appendix to 


4 At market prices. 
b GNP. 


The slowing down of the United States economy is partly due 
to normal cyclical factors but it is also influenced by the strength 
of the dollar. As noted above, a strong dollar and high interest 
rates have enabled the government to give a large fiscal stimulus 
to the economy without re-igniting inflation or crowding out 
private investment. But the balance of advantages has been 
changing: the rising trade deficit means that an increasing 
proportion of the stimulus to final demand has been leaking 
abroad. The lower price of imports holds back the inflation rate 
but the consequent rise in import penetration holds back the 
growth of output. However, the immediate outlook for 1985 is 
for continued growth and only moderate inflation. This prospect 
is nevertheless subject to a number of uncertainties concerning 
the dollar, interest rates and the budget deficit which by defi- 
nition cannot be incorporated into short-run forecasts-these are 
discussed below. 


The less rapid growth rate of the United States economy in 
1985 of course means a weaker stimulus to the rest of the world. 
Domestic demand (excluding stockbuilding) is forecast to pick 
up a little in western Europe, mainly because of business invest- 


ment and private consumption; stockbuilding is likely to be 
smaller than in 1984, though remaining positive. But with fiscal 
policies remaining restrictive and external demand weakening, 
west European GDP growth in 1985 is not forecast to be very 
different from that in 1984, that is, around 2 1/2 per cent. 


Current official forecasts suggest a slowdown in the volume 
growth of exports of goods and services from about 6 1/2 per cent 
in 1984 to 5 per cent in 1985, with a larger deceleration (from 
around 7 to about 4 per cent) for the smaller economies (table 
2.1.7). However, the net contribution of the current account to 
output growth is likely to increase for France and the Federal 
Republic of Germany (mainly because of a faster deceleration of 
imports than of exports), while for the nine smaller economies 
taken together the net contribution is close to zero. However, in 
looking at the effect of the external account, it should be borne 
in mind that a higher level of intra-European trade, as is expected 
in 1985, will have a favourable influence on economic activity in 
general. 


Public expenditure continues to decelerate in western Europe 
with average growth of about 1 per cent expected in 1985, 
compared with about 1 1/4 per cent in 1984; in the United States 
the Administration forecasts real public expenditure growth of 
nearly 3 per cent between the fourth quarters of 1984 and 1985. 
Absolute falls in public expenditure are projected in Belgium and 
Ireland and zero growth in Italy and the Netherlands. 


The main support to west European growth in 1985 will there- 
fore be private domestic demand. Consumers’ expenditure 
should rise by nearly 2 per cent on average (compared with 1 per 
cent in 1984), with an acceleration in France, the Federal Repub- 
lic of Germany and the United Kingdom. This improvement is 
due to several factors including better real incomes and proposed 
(or assumed) cuts in personal income taxes. The modest recov- 
ery of gross domestic fixed capital formation in 1984—up by just 
over 2 per cent on average—is likely to continue at a similar rate in 
1985. However, within this aggregate the weakness of the hous- 
ing and public sectors conceals a more buoyant prospect for busi- 
ness investment. 


It should be emphasized that this view of 1985 is subject to 
considerable uncertainty. Much will depend~as in the last two 
years—on developments in the United States: the forecast there, 
of a more subdued but relatively stable development, assumes 
that there will not be another large rise in interest rates, that the 
dollar will not continue to rise and that if it falls it will do so 
gradually. Developments in the early months of 1985 suggest 
that these assumptions may not be as robust as west European 
policy makers would like. However, the sources of uncertainty 
do not arise solely from prospects for the dollar and United States 
interest rates. The official forecast for the United Kingdom of 
3.5 per cent growth in 1985, which is a little higher than the 
consensus of independent forecasts (about 3 per cent), assumes a 
recovery from the effects of the coal miners’ strike: this accounts 
for about | per cent, so there is really little acceleration in the 
underlying rate of growth. Another, and now more important, 
uncertainty in the United Kingdom concerns interest rates: as a 
result of the fall in the sterling exchange rate in January, interest 
rates (clearing banks base rates) have risen from 10 to 14 per cent 
since the beginning of the year. If these are maintained at such 
levels for any significant length of ите-апа in the first quarter 
there was little optimism that they will fall as rapidly as they 
rose—then the prospects for growth in 1985 could weaken. 

The outlook for the Federal Republic of Germany 1$ also 
clouded by uncertainties with respect to private consumption 
and business investment. The growth of private consumption in 
1984 was actually weaker than in 1983, mainly because of the slow 
growth of real incomes but also because of uncertainties 
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TABLE 2.1.7 


The growth of GDP and its main components in western Europe, 1983-1985 
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Contribution to the 


Percentage change over 
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GDP at market prices . 
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Sources: National statistics and official forecasts aggregated by the ECE secretariat. 

4The component contributions may not always add up to the total GDP change because of rounding. 

b France, the Federal Republic of Germany (GNP), Italy and the United Kingdom. 

с Austria, Belgium, Denmark, Finland, Ireland, the Netherlands, Norway, Sweden and Switzerland, plus the four major European 


economies. 


concerning exhaust emission controls on motor cars. This latter 
uncertainty continues with negative effects on the timing of 
investment in the motor industry. Within the Federal Republic 
of Germany there is an important difference of view between the 
five main forecasting institutes and Council of Economic Ad- 
visers (the Sachverstdandigenrat). The former anticipate a slight 
deceleration of GNP growth in 1985 while the latter forecast an 
acceleration to 3 per cent. The main difference between the two 
appears to turn on the prospects for business investment and 
private consumption. The Council forecasts a growth of 4 per 
cent in gross domestic fixed capital formation in 1985 based on an 
improvement in the profitability of investment (real rate of 
return in fixed relative to financial assets) and the urgent need for 
modernization in the industrial sector. The Institutes, however, 
do not see these two forces as being strong enough to produce 
such a strong increase: profits have improved, but froma very low 
point. Also it is not clear that the relative real rate of return has 
switched back in favour of real investment in industry as 
compared with financial assets. The Council is also more opti- 
mistic as regards private consumption in 1985: it forecasts an 
increase of 2.5 per cent, which is | percentage point more than the 
Institutes. The basic factor making for this difference is the 
Council’s expectation of a stronger increase in the level of 
employment and, consequently, of disposable income. 


(iv) An appraisal of the current economic situation 


The official and, indeed, the consensus outlook for 1985. as 
summarized above, is surrounded by a number of uncertainties 
which by their very nature are difficult or even impossible to 
quantify and therefore cannot be properly incorporated into 
short-run forecasts. In addition, it should be emphasized that 
business cycle fluctuations are still important for economic de- 
velopments in the market economies. The business cycle point 
of view is in fact a good starting-off point for a discussion of short- 
run prospects. 


In the United States the current cyclical upswing is now in its 
third year. In last year’s Survey® the question was raised as to 
whether this upswing might be curtailed earlier than in a normal 
recovery because of the effect of monetary factors on investment. 
Although the recovery in the United States continued at a much 
faster pace than forecast in 1984, the sharp slowdown in the 
second half of the year suggests that this restrictive monetary 
factor was operative. Since monetary policy was eased fairly 
quickly in response to this setback, fears of a recession quickly 
evaporated and activity regained strength towards the end of the 
year. 


Investment in the United States has remained strong as aresult 
of buoyant business expectations and lower effective costs of 
capital. The Economic Recovery Tax Act of 1981 effectively 
reduced the average rate of taxation on income from new invest- 
ments, but at current rates of inflation the corporate tax structure 
has a marked bias towards equipment rather than structures, and 
assets with short rather than long lives.’ This has contributed to 
the nature of investment in the current investment boom: the 
emphasis has been on durable equipment and this accounted for 
about three quarters of total business investment in 1984. an 
exceptionally high proportion. The more investment shifts 
towards shorter asset lives the greater is the sensitivity of invest- 
ment behaviour to changes in output, expectations, confidence, 
shifts in economic policy and all the other factors which affect 
business confidence and the willingness to invest.’ This shift in 
the structure of investment may also have been influenced by the 
competitive pressures on US industry deriving from the strong 
dollar. 


It should be stressed that the current investment boom has 
already been underway for a longer period than usual at the pres- 


© Economic Commission for Europe, Economic Survey of Europe in 
1983, United Nations, New York, 1984, pp. 6-7. 


’See Economic Report of the President, Washington, D.C., February 
1985, p. 81. 


8 See section 2.2(iii) below. 
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ent stage of the upswing: this is because it recovered earlier than 
normal in the recovery, which is possibly a reflection of the pent- 
up demand for the renewal of equipment which in turn was a 
result of the length of the previous recession. It cannot be ruled 
out that the investment boom could continue for some time yet 
but normal business cycle behaviour would lead to the expe 
tation of a downturn in 1986 or even in 1985. Output growth has 
anyway slowed down quite sharply, partly because of the rapidly 
deteriorating trade balance; with a lag, this should lead to a 
weakening of investment insofar as changes in output growth 
affect business expectations. Morever, the factors mentioned 
above would imply that a weakening of investment intentions 
could lead to a fall in investment which is much steeper than 
normal. If these factors are at work then one cannot be sure that 
the current cyclical upswing will survive 1985. 


Among the factors which might lead to sucha sharp revision of 
business confidence, interest rates and the dollar exchange rate 
seem at present to be the most likely candidates. The upswing in 
the United States has been exceptional in that it has been accom- 
panied by high real rates of interest and a strongly appreciating 
dollar: such a combination has enabled a large fiscal stimulus to 
take effect without boosting inflation or crowding out invest- 
ment. However, this favourable combination cannot endure 
indefinitely. During 1983 and 1984 the growing strength of the 
dollar appears to have been supported by real factors in its favour: 
large interest rate differentials, a vigorous growth of output and 
business profits and the general aura of confidence surrounding 
the American economy particularly against the background of 
modest growth in the rest of the world. However, the appreci- 
ation has continued very rapidly in the opening months of 1985 
and there is increasing evidence that the element of speculation 
has come to dominate the underlying factors, which have in fact 
been weakening since the middle of 1984. At the beginning of 
1984 a majority of analysts expected a fall in the dollar during the 
year: this expectation was generally based on the analysis of real 
factors. For some months now there has been a distinct nervous- 
ness in the foreign exchange markets as regards the dollar: the 
market seems to be increasingly conscious of being in the pres- 
ence of a speculative bubble, where the dollar appears to have 
acquired a momentum of its own.? Another feature of the pres- 
ent situation is the increasing number of expert and official 
warnings about what is happening in the foreign exchange 
markets. However, history shows that in speculative booms the 
speculators are generally immune to such advice.'° If the present 
stage of dollar appreciation corresponds to such a speculative 
boom, then it must contain the seeds of its own destruction: if so, 
it would be surprising if it were to continue for very much longer. 
The danger here is that the longer this boom continues, the less 
likely it becomes that the eventual fall of the dollar will be 
gradual, which is the assumption (or hope) in the consensus view 
of likely developments in 1985. When the dollar falls, and par- 
ticularly if it falls rapidly, a rise in US interest rates appears un- 
avoidable and, as argued above, this could lead to a sharp drop of 
investment and so to the end of the upswing. 


The strength of the dollar in the last two years has significantly 
benefited west European exports and this has been an element in 
the European upswing. However, high US interest rates have 
been a factor in maintaining high rates in western Europe, and 
these have retarded the European recovery, although between 
the two elements the net effect has probably been expansionary. 
If the dollar were to fall sharply, as suggested above, it would 


9 On the “atmosphere” in the New York foreign exchange market see 
Financial Times, 27 February 1985, p. 5 of the Frankfurt edition. 

10 See Charles P. Kindleberger, Manias, Panics and Crashes—A History 
of Financial Crises, Basic Books, New York, 1978, Chapter 6. 


certainly weaken the competitiveness of European industry vis-a- 
vis the United States, but the negative effects of this on west 
European net exports would not be felt immediately due to 
lagged reactions in output and trade. In the meantime a lower 
dollar would have a quicker and beneficial effect on European 
rates of inflation and this would allow some decoupling of Euro- 
pean from United States’ interest rates. Since a fall in the dollar 
would be likely to lead to higher interest rates in the United 
States, as suggested above, “decoupling” would not necessarily 
imply a significant fall in European rates. Since higher interest 
rates are likely to signal the end of the current upswing in the 
United States, the stimulus to west European exports would 
disappear. The total effect of such a US slowdown on Europe 
would be still greater because of its negative effects on the de- 
veloping countries whose import capacities would be immedi- 
ately lowered by weaker exports and higher interest rates. 


The situation in western Europe has much improved in the last 
two years: international trade, particularly intra-European trade, 
has played an important role and business investment, stimu- 
lated by higher profits and higher rates of capacity utilization, 
rose significantly in 1984 and should continue to do so in the 
current year. The elements of a normal upswing in western 
Europe therefore exist, but so far they do not appear to be strong 
enough to raise economic activity above the modest levels of the 
recent past. Although there have been considerable improve- 
ments on the supply side, the long recession of the early 1980s 
appears to have had a depressing effect on long-run business 
expectations as to the future of the European economy. Of 
course the very improvements of the last two years may them- 
selves have a positive effect on these expectations and this might 
lead to somewhat stronger growth than is currently expected for 
1985. However, such a spontaneous improvement would be 
most unlikely to have a decisive impact on the unemployment 
problem or to be large enough to offset a weakening of activity in 
the United States. 


One factor behind the weakening of long-run business expec- 
tations has been the major change in the stance of fiscal policy in 
the 1980s. From a macro-economic point of view fiscal policy has 
been increasingly restrictive as governments have concentrated 
on cutting budget deficits and reducing expenditure. A conse- 
quence of this general approach has been the abandonment of 
the short-run stabilization objectives of fiscal policy: until the 
1970s stabilization policies had helped to create confidence in the 
prospects of steady growth and this helped to maintain invest- 
ment. However, there is now widespread pessimism as to the 
ability of governments to manage their economies in the short 
run with fiscal policy. But at the present time the concentration 
on narrow fiscal objectives has led to policies which are so restric- 
tive that they may be restraining the natural cyclical forces work- 
ing for an upswing in western Europe. 


If the United States economy does weaken, as suggested 
above, then it would be necessary for this restrictive stance of 
fiscal policy in western Europe to be eased quickly if business 
confidence and the existing pace of activity is to be preserved. 
However, any relaxation of fiscal policy would have to be gradual 
and cautious, because output is already fairly close to the limits of 
existing production capacity. The main constraint is the capital 
stock which has been growing very slowly as a result of low rates 
of net investment. In the present circumstances so-called 
“classical unemployment” (which is due to an excessive level of 
real wages) is not a serious problem, at least when considered 
against the possible scope for expansion allowed by the existing 
capital stock. The key issue is therefore investment, which is 
needed both to strengthen the current upswing and to increase 
productive capacities—without the latter there is little prospect of 
western Europe returning to anything close to full employment. 
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As emphasized already, any relaxation of fiscal policy would 
have to be made cautiously, but to have any effect on investment 
expectations it might be useful to accompany such a change with 
a commitment of governments to longer-run fiscal policy objec- 
tives for the stable growth of nominal national incomes.!! Ad- 


И This is one element in the New Keynesianism of Professor J. Е. 
Meade. See especially his Stagflation—Volume 1: Wage Fixing, George 
Allen and Unwin, London, 1982. 


herence to such objectives could be an important factor in im- 
proving business confidence in the possibilities of sustained 
growth in western Europe. This would now appear to be a critical 
issue. In the last few years there has been considerable progress 
in Europe in improving many of the conditions required for 
higher investment (in particular, higher profits and moderate 
wage growth), but without expectations of sustained output 
growth a strong improvement of investment will not occur. 


2.2 THE STRUCTURE OF DEMAND 


/ 


This section discusses changes in the main components of 
GDP in 1984 and their likely development in 1985. Two notes 
discuss, respectively, the determination of household savings in 
western Europe and the problems involved in trying to assess 
current levels of capacity utilization. 


(i) Private and public consumption 


Private consumption has been а major support of the recovery 
of the last two years in the United States and in the four larger 
economies of western Europe. In 1983 it accounted for over 80 
per cent of GNP growth in the former and for about 70 percent of 
GDP growth in the latter; as the recovery broadened, particularly 
to fixed investment, these proportions fell to around one half and 
some 30 per cent respectively in 1984. Nevertheless, there are 
large variations between countries in the growth of private 
consumption (table 2.2.1). The strong recovery of consumer 
demand in the United Kingdom, which began in the second 
quarter of 1982, probably reached its cyclical peak in 1984, 
although its weakness in the first half of 1984 was partly due to the 
effects of the coal miners’ strike and delays in some public sector 
wage settlements. The strength of the boom in consumer 
demand in both the United States and the United Kingdom 
appears to have been partly due to a pent-up demand for the 
replacement of consumer durables, which had been delayed 
because of the exceptional duration of the preceding recession. 
As the United Kingdom is somewhat ahead of other west Euro- 
pean countries, in terms of cyclical timing, a similar pent-up 
replacement demand might be supposed to exist elsewhere as 


well. However, real income growth in many other European 
countries has been more restrained than in the United Kingdom. 
In the Federal Republic of Germany consumption was boosted in 
the first quarter of 1984 by wage bonuses (paid to avoid an immi- 
nent rise in social security contributions) but then stagnated in 
the wake of the metal workers’ strike which appears to have 
dented consumer confidence (although a drop in the savings 
ratio appears to have cushioned the effect of the strike). Another 
factor was the uncertainty surrounding the proposed legislation 
on exhaust emissions which depressed the demand for motor 
cars. Consumption recovered in the third quarter and the pros- 
pect is for a continuing steady growth in 1985: this should be 
supported by a small rise in employment and the continuation of 
a modest rate of inflation. In France the relatively slower re- 
covery of private consumption reflects the continuing effects of 
the adjustment policies introduced in March 1983 although 
households have cushioned the effect on their disposable 
incomes by reducing their savings ratio. Private consumption in 
1985 should accelerate a little, partly in response to cuts in 
income tax. In Italy, consumer demand, which fell in 1983, re- 
covered quite sharply in 1984 in line with a strong recovery in 
output and a rise in real disposable income. Although higher 
interest rates and higher unemployment are negative factors, the 
growth of consumption is likely to continue at a similar pace 
(about 2 per cent) in 1985, aided perhaps by a fall in the savings 
rate. 


In contrast to the United States and the four major economies 
of western Europe, consumption has been, in general, a relatively 
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Changes in the volume of private and public consumption, 1983-1985 
(Percentage change over previous year) 
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minor support to the recovery in the smaller European countries. 
On average it accounted for about 20 per cent of GDP growth in 
1983 and 12 per cent in 1984. This reflects the export-led nature 
of the recovery, a fairly usual feature of a cyclical upturn in small 
open economies, but one which has been reinforced in several of 
them in the last few years by policies designed to redress dom- 
estic imbalances while at the same time improving international 
competitiveness: thus, on average, private consumption rose by 
about half of 1 per cent in 1983 and 1984 while the volume of 
exports of goods and services rose 4 and 7 per cent respectively. 
The extreme case in 1984 was Austria where consumption feli 
1 per cent and export volume rose 18 per cent. In 1985 there 
should be an acceleration of consumption growth, partly as a 
lagged response to this external stimulus, and this is likely to 
account for about one third of the growth in GDP. However, 
private consumption was not depressed in ali the small countries: 
in Denmark, Finland and Ireland it actually increased more than 
anywhere else in western Europe. 


As a result of pro-cyclical fiscal policies in western Europe 
public consumption has played a relatively small and declining 
role in supporting total output. ш both the larger and the smaller 
economies it accounted for about a quarter of GDP growth in 
1983 and for about 8 per cent in 1984—in 1985 its relative contri- 
bution will decline still further, while in the United States its 
importance will more than double to about one quarter of the 
forecast rise in GNP. However, public expenditure growth was 
still quite high in those countries which have continued to imple- 
ent counter-cyclical fiscal policies—such as Finland, Norway and 
Sweden (some 4, 3 and 2 per cent growth respectively in 1984) and 
Switzerland, where an expansionary fiscal policy was introduced 
in 1983 (speeding up of government equipment orders, increased 
subsidies for residential construction, and support for industrial 
restructuring). Apart from Finland in 1984, Switzerland has the 
fastest growth of public consumption for the 1983-1985 period. 


Although public consumption growth rates are generally low 
and declining, they have nevertheless tended to be higher than 
forecast or р1аппед —ш 1984 this was true of eight of the 13 coun- 
tries in table 2.2.1. The main reasons for this slippage have been 
increases in social security spending, a result of rising unemploy- 
ment, and the rising burden of servicing public sector debt. 


(ii) Household savings 


The recovery of private consumption during 1983 and 1984 was 
generally much stronger than expected, particularly in 1983. The 
reason for this is that there was a large and unexpected fall in 
household savings, which in turn has been widely explained by 
the fall in inflation rates. This has meant that households have 
been able to spend more of their current disposable income and 
to divert less of it to maintaining the real value of their stock of 
financial assets. In other words the “inflation tax” on the monet- 
ary assets of households (liquid assets multiplied by the inflation 
rate) has fallen sharply: in the United Kingdom it dropped from 
12 per cent of disposable income in the second quarter of 1980 to 
around 4 per cent in the third quarter of 1983.!2 The fall is also 
likely to have been affected by greater consumer confidence 
about economic prospects in general and about inflation and the 
prospects of becoming unemployed in particular. However, 
savings behaviour is affected by a number of variables and this 
section presents a brief discussion of them within a simple ana- 
lytical framework. 


Developments in the savings ratios of households are shown in 
chart 2.2.1 for nine west European countries and for the United 
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12 МТЕЗВ, National Institute Economic Review, London, February 1984. 


States for the period 1970 to 1982. The sample of countries is 
restricted for reasons of data availability.!3 Most of the ratios 
display a generally downward trend, the main exception being { 
Finland and, in the 1970s, the United Kingdom and Italy. The 
downward tendency has been quite strong, which might suggest 
future problems for the financing of investment. Another 
feature of the ratios is their considerable variability over time. 
This may be the result of substitution between the savings of the 
different sectors (households, private business and the public 
sector). However, an analysis (not presented in this note) of the 
private sector and the aggregate national savings ratios showed 
that they were in fact less stable than the household ratio 
between 1970 and 1984; moreover, the different ratios were only 
partially correlated: the correlation between the household and 
private sector ratios was weak and between the household and 
national savings ratios virtually non-existent. From the view- 
point of policy this presents a problem because it means that 
focusing on only one ratio can give a misleading view of the 
overall behaviour of savings in the economy. 


The determinants of savings behaviour in the period 1971-1982 
were examined with the following savings function: 
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(s/y) = >. D, + Ы (5) 1 + ЬРСЕ + ВУ + b,DU 
i=1 
+ bsRR + В СРВ, 


where (s/y) denotes the ratio of household savings to disposable 
income, PCR the rate of change of consumer prices (the 
consumption deflator), YR the rate of change of real income, DU 
the (first) difference in the unemployment rate, RR the ex post 
real rate of interest and, finally, GPR the rate of change of public 
(i.e. general government) consumption at constant prices. The 
Djs are the individual country intercepts to be used in the context 
of pooled cross-country data. Because of the lack of degrees of 
freedom, pooled data were more or less obligatory and this, in 
turn, partly dictated the functional form used: for example, it will 
be noticed that the above equation is completely free of the units 
of measurement. 


The basic story behind this function is that the rate of change 
of real income has a positive effect on the savings ratio and that 
changes in the savings ratio show a certain inertia. The first two 
terms are thus compatible with the standard life-cycle model. As 
far as the inflation rate variable is concerned, there are many 
possible channels via which inflation can affect private consump- 
tion and saving. The one mentioned at the outset of this section, 
and which is most often mentioned in this context, is the effect of 
inflation on households’ real balances. Because inflation erodes 
the real value of assets, households are forced to increase their 
saving in order to reach or maintain their desired level of real 
assets. Inflation may also influence saving in other ways, via 
increased relative price uncertainty or the misperception of rela- 
tive and absolute prices.!4 


13 With the exception of France, the Federal Republic of Germany, 
Italy and Norway the ratios used are net of depreciation. Private 
consumption includes expenditure on consumer durables. Data are from 
OECD, National Accounts, magnetic tape for the period 1970-1982. The 
figures for Norway, not shown in the chart but included in the analysis 
below, are based оп A. Cappelen, /ntektsfordeling og Konsum 1962-1978, 
Statistisk Sentralbyra, Artikler Nr. 123, 1980. 

'4 An extensive survey of these possibilities is given in В. A. Williams, 
“Household Saving and Consumption in the 1970s” (with comments by 
K. W. Clements, H. N. Johnston, J. C. Looker and J. W. Nevile), in 


Conference in Applied Economic Research, Reserve Bank of Australia 
1979, pp. 130-192. 
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CHART 2.2.1. 


Households’ savings ratios, 1970 — 1984 
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Source: OECD, National Accounts, Paris; national statistics. 


a Gross savings (includes depreciation). 
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The unemployment variable, DU, in the savings function is a 
proxy for real income uncertainty which should have a positive 
effect on household saving; the real rate of interest, RR, should 
also have a positive effect on the assumption that the respective 
substitution effect outweighs the income effect. 


Finally, the growth rate of public consumption, GPR, is in- 
cluded in the equation in order to take into account the possible 
substitution of public for private consumption. The use of this 
variable is not without problems. Early Keynesian analysis 
assumed that the savings ratio was relatively stable and that fiscal 
policies affected consumption only via their effect on current 
disposable income. This view not only excluded interest rate and 
wealth effects but also ignored the implications of the inter- 
temporal behaviour of households with respect to consumption 
and labour supply. The Keynesian view is challenged—at the 
other extreme—by Barro’s “debt neutrality” hypothesis which 
states that households do not only respond to taxes but also to 
government deficits, thus implying that there is a more or less 
perfect substitution between household (or private sector) saving 
and government saving. Obviously, this latter view makes very 
strong assumptions about the public’s ability to see through the 
“veil” of government action, and this alone might lead to a 
questioning of the empirical relevance of the “debt neutrality” 
hypothesis. But even if this extreme hypothesis is abandoned, by 
referring to a lack of rationality and foresight on the part of the 
general public, it might still be doubted whether households 
totally ignore public consumption. Presumably a part of public 
consumption is a substitute for private consumption, and it 
should therefore stimulate household (or private sector) saving.!5 

It is also possible for public consumption to be a substitute also 
for future private consumption and therefore it would reduce 
saving. This would be the case for public pension benefits and 
the provision of care for the aged. If public consumption 
depresses savings in the way Feldstein'® has argued then the sign 
of the GPR term will be negative. 


Before turning to the empirical analysis, it will be useful to 
make a few comments on the time series for the explanatory 
variables specified in the savings function given above. First: the 
rate of inflation and the growth rates of real income and of public 
consumption behave in very much the same way across coun- 
tries. However, the unemployment rate and the real rate of in- 
terest seem to behave differently. It is evident that these dif- 
ferences are partly due to measurement errors which means that 
the results of the empirical analysis must be considered with due 
care. Second: the coefficients of correlation between the house- 
hold savings ratio and the rate of inflation differ markedly from 
country to country. This suggests that the impact of inflation on 
household savings (given a savings model of the type specified 
above) might differ between countries, reflecting, for example, 
variations in the degree of indexation, the composition of house- 
hold asset portfolios and the behaviour of interest rates. And. 
third: the way interest rates are determined seems to vary con- 
siderably between countries and, presumably, over time within 
each country. This makes it very difficult to assess the impact of 
interest rates on saving. One practical problem arises from the 
fact that in some countries, notably Finland and Spain, nominal 
interest rates have been nearly constant: this creates a difficult 
multi-collinearity problem which should be kept in mind when 
interpreting the corresponding estimation results. 


_ 15 See L. А. Sjaastad and О. L. Wisecarver, “The Social Cost of Public 
Finance”, Journal of Political Economy, 1977, pp. 513-547, which provides 
a framework for analysing the effects of changes in public consumption. 

16 М. $. Feldstein, “Social Security, Induced Retirement, and Aggre- 


gate Capital Accumulation”, Journal of Political Economy, 1974, pp. 905- 
926. i 


Estimation of the savings function was carried out on both 
pooled cross-country data and on data for individual countries. 
The estimation was also carried out for the private sector savings 
ratio and the aggregate national savings ratio, although the 
results are not detailed here. The idea behind these alternative 
specifications of the dependent variable is that if there exists 
perfect, or even considerable, substitution between the three 
sectoral ratios, then the household savings ratio would not be the 
relevant concept of savings from the point of view of economic 


policy. 


As mentioned already, individual country data give only very 
few degrees of freedom to the estimated parameters. Small 
sample bias is therefore so evident that the focus here is on the 
results from the pooled data. Estimation was carried out by using 
both unweighted and weighted data, the weights being the esti- 
mates of mid-year population in each country. 


The results of the estimation on pooled cross-country data are 
presented in table 2.2.2. The changes in the household savings 
ratio, both from country to country and within each country, are 
explained rather well by the estimating equation. The estimated 
coefficients are mostly of the expected sign and magnitude indi- 
cating that inflation, the rate of change of real income and 
changes in the unemployment rate all have a positive impact on 
the household savings ratio. The rather high value on the coef- 
ficient of the lagged savings ratio indicates that savings adjust 
only sluggishly to the optimal level. As far as the real rate of 
interest and the growth rate of public consumption are con- 
cerned, the respective coefficients cannot be precisely estimated; 
this may reflect both theoretical ambiguity and measurement 
errors (particularly in the case of the real rate of interest). The 
results for individual country equations (not reported here) show 
similar signs and magnitude of the coefficients, although in 
Austria, Finland, Norway and Italy the estimates were so 
imprecise that no conclusions could be drawn. 


When the function was estimated with the savings ratio for the 
whole private sector as the dependent variable, the results were 
very similar to those for the household sector. Thus it appears 
that the same set of variables can be used to explain changes in 
both ratios, although the magnitudes of the parameters differ: in 
the case of the private sector savings ratio, the real income effect 
is larger, the inflation effect smaller, and the speed of adjustment 
is lower than for the household ratio. It is, in fact, only in the 
growth rate of public consumption where there is a significant 
difference in the two equations: the equation for the private 
sector savings ratio suggests that this variable may, after all, have 
a negative impact on saving. 


The results with the national savings ratio differed consider- 
ably from those with the household and private sector savings 
ratios, the general flavour of the results suggesting that the 
“consolidated approach”, and other related ideas, do not repre- 
sent a satisfactory framework. Only the real income growth rate 
variable and the lagged dependent variable had coefficients of the 
correct sign and magnitude. Otherwise the results reflect differ- 
ent kinds of spurious relationships.'? Obviously this cannot be 
avoided because the national savings ratio cannot be isolated 
from the general equilibrium framework. This, in turn, raises the 
question whether it is at all appropriate to use such an abstract 
and “non-behavioural” concept such as the national savings ratio 
in an analysis which is intended to serve economic policy. 


у A decrease in public saving (i.e. an increase in the public sector 
deficit) presumably has an impact on the rate of inflation and on interest 
rates. In turn, an increase in interest rates will lead to a reallocation of 
resources between consumption and investment. 


The structure of demand 


Se ar re (es 


TABLE 2.2.2 


Estimation results of the household savings ratio equation with cross-country data, 1971-1982 


a Eq. 1 Eq. 2 
Asly)-\ 551 551 
(8.55) (8.75) 
Рок .114 .114 
(2.99) (3.89) 
УК 355 .360 
(7.17) (8.37) 
РИ | .492 .497 
(4.13) (4.27) 
КК .002 
(0.05) 
GPR. .007 
(0.27) 
100*SEE . .857 .849 
D-W. 1.903 1.911 
Weighting of observations . POP POP 


Eq. 3 Eq. 4 Eq. 5 Eq. 6 
581 487 485 476 
(8.61) (6.44) (6.53) (6.17) 
.087 .097 .092 .083 
(2.84) (1.99) (2.72) (2.35) 
.258 .316 .320 .242 
(6.70) (5.65) (6.75) (5.85) 
.492 .425 
(2.98) (3.04) 
.009 
(0.19) 
.010 
(0.29) 
915 .980 .971 1.008 
1.986 1.987 1.995 2.034 
РОР None None None 
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Note: The numbers in parentheses are tratios; other symbols are explained in the text. All equations include individual country intercepts which are, however, not displayed. 
The number of observations is 120. The weighting variable is the estimate of the mid-year population (POP). The Durbin- Watson autocorrelation statistics have been adjusted for the gaps in 
data when moving from one country to another. Due to the presence ofa lagged dependent variable in all estimated equations the Durbin- Watson statistics are biased towards rejecting the 


hypothesis of autocorrelated residuals. 


The results in table 2.2.2 suggest that household savings ratios 
may continue to fall or to remain at their current low levels in the 
near future. The growth of real incomes seems likely to improve 
in 1985 and this should lead to a rise in the ratio, although the 
improvement in real income is small compared with changes in 
the period for which the equation was estimated. On the other 
hand, the rate of inflation has fallen considerably in the last few 
years and if this continues (or is maintained) savings ratios could 
fall still further or refrain from rising. Similarly, rates of unem- 
ployment are still rising, but at a decreasing pace and this would 
imply lower uncertainty as to future income on the part of those 
in work~—and this too implies lower savings ratios. Real rates of 
interest remain high and their future course remains uncertain. 
Although the effects of real interest rates on household saving 
are not clear, a fall in interest rates will probably lead to lower 
household savings ratios. Thus, on balance there would appear 
to be good reasons for concluding that the large drop in house- 
hold savings ratios in the last few years will not be reversed in the 
near future. 


(iii) Investment 


(a) Stockbuilding 


With the recovery moving into its second year, stockbuilding 
accounted for about one quarter of total GDP/GNP growth in 
1984 in both western Europe and the United States. In western 
Europe it added nearly a percentage point to the growth of 
domestic demand and nearly two points in the United States. In 
1983 there had been destocking in most of the smaller European 
economies as well as in France and Italy: the turnround in the 
stock cycle was thus sharp in most of these countries. The pace of 
stockbuilding is forecast to weaken in 1985 although still remain- 
ing positive: in both western Europe and in the United States it is 
expected to provide less than one tenth of the rise in GDP. 


(b) Fixed investment 
The cyclical upturn was increasingly sustained by fixed invest- 


ment in 1984. This was not unexpected, since it is generally the 
case that fixed investments do not lead but lag behind the cyclical 


upswing in production, a reflection inter alia of the existence of 
relatively large margins of spare capacity at the trough of a cycle 
and the uncertainties of firms about the persistence of the im- 
provement in sales. 


In the majority of countries, therefore, the increases in 
domestic fixed capital formation in 1984 were well above those 
for 1983. The most conspicuous exceptions were France, with a 
virtually unchanged investment level (minus 0.1 per cent), 
Finland and Ireland. In the latter two countries investment 
declined last year by 1.5 and 2 per cent respectively. In the 
Federal Republic of Germany there was a significantly smaller 
increase in 1984 (1.3 per cent) than in 1983 (3.1 per cent). How- 
ever, this mainly reflects the abolition of the investment subsidy 
schemes for machinery and equipment at the end of 1983, which 
led many firms to bring forward their investment expenditures, 
and the strike in the metal industry at the beginning of the year. 
Another factor was the sizeable decline of investment by the 
construction sector following a large fall in the demand for 
dwellings. 


There is quite a lot of variation among the changes in real 
investment in the individual countries of western Europe and 
North America. The dominating feature is the investment boom 
in the United States where, according to preliminary estimates, 
private sector expenditures rose by 18 per cent last year, after a 
10 per cent increase in 1983. This is the highest annual increase in 
the post-war period but it should be remembered that strong 
cyclical variations of investment are typical of the US economy. 
Nevertheless the current investment upswing in the US has been 
more vigorous than in previous post-war recoveries. The major 
factors behind this surge were purchases of producers’ durable 
equipment and of non-residential structures. This is in marked 
contrast to 1983 when the bulk of the increase of 10 per cent was 
due to the rise in the construction of dwellings (which increased 
42 per cent). 


In western Europe the underlying rate of increase of total fixed 
investment was in general still quite moderate: in 1984 the rate of 
change was on average between 2 and 3 per cent. However, there 
were some notable exceptions: in the United Kingdom fixed 
investment has now risen for the third year in succession and 
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CHART 2.2.2. 


Real GDP, gross domestic fixed capital formation and investment ratios 
in western Europe and the United States, 1973—1984 
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creased by about 6.5 per cent last year; and in Denmark the esti- 
mates available point to growth of well above 10 per cent. In 
Denmark investment in dwellings was particularly strong with a 
20 per cent tise in 1984 (after an increase of 17 per cent in 1983). 


From the partial estimates that are available it appears that 
these increases in total fixed investment would have been 
somewhat higher in a number of countries had it not been for the 
further stagnation or decline of public sector investment, a 
consequence of the restrictive stance of fiscal policy and the 
continuing efforts to reduce budget deficits by cutting expendi- 
tures. Thus business and, in particular, industrial investment— 
notably in machinery and equipment—has risen considerably ina 
number of European countries (e.g. Austria, the Netherlands, 
Sweden and the United Kingdom), and the evidence available 
from business surveys indicates that expenditure plans 
announced in late 1983 were generally revised upwards during 
the course of 1984. 


Investment in residential construction generally remained 
sluggish or even declined. The underlying “natural” strength of 
developments in the housing market are always difficult to assess 
because of the various governmental subsidy schemes that are 
more or less regularly turned off and on. The general effect of 
these tax schemes is often only to induce investors to alter the 
timing of their expenditures, thus creating a correspondingly 
large fall in demand after the subsidy has been suspended. 
However, the weakness of the housing market also reflects the 
modest increases in disposable income in the last few years. 
With declining inflation rates, high real interest rates and 
increasing regulation investment in housing may have also 
become less attractive relative to financial assets. 


Apart from the more country-specific, investment incentive 
schemes, there were several general factors in 1984 which help to 
explain the improved investment performance of the business 
sector and, in particular, of industry. 


First, profit margins improved markedly owing mainly to the 
modest wage increases and the relatively strong productivity 
gains of the last few years, which together implied smaller 
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increases in unit labour costs (see also section 2.3(i) and (ii)). 
This and increased sales have significantly improved the overall 
cash flow position of firms thus making it easier to finance more 


investments out of own-funds, as well as facilitating access to 
external funds. 


Second, the increase in production—together with the modest 
rise in production capacities—has led to higher rates of capacity 
utilization (see below) and stimulated investment in new equip- 
ment and machinery. Moreover, after the relative sluggishness 
of investment in recent years a backlog of investment demand 
may have built up, particularly for modernizing production 
processes and developing new product lines. 


Nevertheless, it should be noted that the level of total in- 
vestment in many countries is still well below or only in the 
approximate neighbourhood of the levels last reached in 1979, 
the previous cyclical peak, and it seems that in western Europe 
there has been a decline in the underlying trend of the invest- 
ment-output ratio (see chart 2.2.2). 


Investment forecasts have often proved to be subject to wide 
margins of error. From the currently available information it 
appears that in general public sector investment will continue to 
stagnate or even decline further in 1985, although there are some 
exceptions (e.g. Denmark and the Federal Republic of 
Germany). Also dwellings will not make a significant contri- 
bution to investment growth in 1985, but will probably fall in 
many countries below the levels reached in 1984. 


The major driving force of investment in 1985 thus appears to 
be private non-residential investment and, in particular, indus- 
trial expenditures on machinery and equipment. The factors 
making for the generally sustained or accelerated growth in busi- 
ness investment are basically the same as in 1984, namely, 
favourable profit margins and still higher rates of capacity utiliz- 
ation. Moreover, it may well be that the increase in production in 
1985 will bring many firms into the vicinity of “normal” rates of 
capacity utilization. Somewhat above these rates, marginal costs 
of production will probably increase fairly strongly, and it can 
therefore be expected that capacity-augmenting investments will 
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gain somewhat in importance. Whether this will also lead to 
significantly higher levels of employment, however, remains to 


be seen. 


These developments in the business sector are to a large extent 
offset by changes in private and public sector investment in struc- 
tures (residential and non-residential), thus pulling down the 
growth rates for total investment in 1985, as shown in table 2.2.3. 
It can be seen that for total fixed investment the general feature is 
for increases of about the same or somewhat below the rates in 
1984. The largest change is expected in the United States with 
private investment expenditure increasing 6 per cent in 1985, a 
drop of 12 percentage points compared with 1984. This is a 
normal reaction to the very strong acceleration in 1983-1984 and 
to the expected slowdown in economic growth. Nevertheless, it 
is a rate which is still far above the average increase of 2-2.5 per 
cent forecast for the 13 west European countries. !8 


The question of capacity utilization in manufacturing 


A recurring feature of the analysis of the economic situation in 
the western market economies over the last year or so is the 
increasing uncertainty about the rate at which the economy, and 
in particular industry, could grow if all resources were fully 
utilized. A series describing such potential output can be con- 
structed following a number of different statistical methods, but 
they all involve, in one way or another, the construction of 
benchmark estimates of the full employment levels of labour and 
capital and/or the determination of the trend paths of capital or 
labour productivity. However, this has proved more and more 
difficult in recent years, with the consequence that the margins of 
error associated with such estimates are believed to have become 
disturbingly large.!° 


This is a matter of concern because measures of potential 
output and the associated capacity utilization rates occupy an 
important place in economic analysis and policy formulation. 
Thus, changes in capacity utilization rates are important in 
explaining the investment behaviour of firms and in the analysis 
of changes in prices and productivity. For the economy as a 
whole, the estimate of potential output is at the basis of calcu- 
lations of the full-employment budget surplus, which is used for 
assessing the stance of fiscal policy. In the context of inflation 
analysis, the growth rate of capacity output together with the 
actual capacity utilization rate helps to assess how quickly a given 
increase in demand will move actual output towards the capacity 


18 For the Federal Republic of Germany the investment forecast for 
1985 is a matter of dispute. The Ifo-Institute has estimated recently that 
investments in machinery and equipment will increase in real terms by 
about 5 per cent, mainly as a result of an increase in manufacturing 
industry of about 10 per cent. This implies, together with the expected 
decline in expenditures on structures, an increase in total fixed invest- 
ment of about 1.5 per cent. These figures are roughly in line with the 
forecasts made by the other economic research institutes. In marked 
contrast to this, the forecast made by the Council of Economic Advisers 
(Sachverstandigenrat) expects an increase in total investment of 4 per 
cent, reflecting an increase in total expenditure on machinery and equip- 
ment by the business sector of 10 per cent and a virtual stagnation for 
structures. This is generally regarded as too optimistic and the gov- 
ernment, in its annual economic report, seems to have opted for a 
compromise forecast: its projected increase of 5 to 6 per cent at current 
prices corresponds roughly to a volume increase of 2 to 3 per cent. 

19 For example, the United States Council of Economic Advisers. as 
from 1982, stopped publishing the official potential output series for the 
US economy, a series which had occupied an important place in the 
annual Economic Report of the President since the beginning of the 1960s. 
In the Federal Republic of Germany, the DIW has re-estimated the poten- 
tial output series for industry in an attempt to account for the apparently 
changing trends in capital productivity. See В. Pischner, “Zur Neube- 
rechnung des Produktionspotentials im Bergbau und verarbeitenden 
Gewerbe”, in DIW, Vierteljahresheft, No. 2-1982, pp. 194-219. 


ceiling and, consequently, how great the risks are that higher 
demand will generate more inflation. 


Ina more general way many of these difficulties and uncertain- — 
ties reflect a lack of understanding of the economic conse- 
quences of the two oil price shocks and the causes of the slow- 
down in productivity growth after 1973; but there is also the 
increased difficulty of separating structural from cyclical unem- 
ployment in the presence of persistently low output growth and.a 
marked change in the age-sex composition of the labour force. 


Moreover, as regards manufacturing industry, the question has 
arisen whether the official capital stock series can still be re- 
garded as a plausible approximation to the economically useful 
capital stock and—a related issue—whether the relationship 
between additions to the capital stock and changes in industrial 
capacity output has altered significantly. 


It is now generally accepted that the sharp rise in relative 
energy prices after 1973 and 1979 reduced (or even eliminated) 
the profitability of part of the installed stock of equipment, which 
in turn led to an accelerated rate of scrapping. Moreover, there 
are other factors which may have increased scrapping rates—and 
hence shortened the service life of capital goods—such as recent 
changes in industrial competitiveness and the consequential 
need for structural adjustment (for example in industries such as 
steel, shipbuilding, clothing, and textiles) and the persistent slow 
growth of demand for goods in general which has probably led to 
a scaling down of medium-term sales expectations and hence 
levels of planned capacity. 


Unfortunately, accelerated scrapping or, more generally, 
sudden changes in the average length of service life of physical 
capital goods, cannot be detected simply by inspecting the capital 
stock series compiled by national statistical offices. The reason is 
that these series are calculated on the basis of traditional, con- 
stant rates of depreciation and retirement. 


However, the assumptions made about the economically 
useful life of capital investments in individual industries is a key 
element in the compilation of capital stock series. The longer 
these service lives are the larger, ceteris paribus, is the capital 
stock. From a purely technical viewpoint the useful life of equip- 
ment may be extended indefinitely given appropriate repair and 
maintenance. However, from an economic viewpoint the cost of 
operating a given machine may become too high relative to the 
flow of revenues and therefore it will be discarded. 


Clearly, any investment undertaken by firms is based on an 
assumed future stream of income which, in turn, is dependent 
upon changes in relative prices—for goods and factor inputs—and 
the overall level of demand. This assumed rate of return is, of 
course, the major risk or uncertainty surrounding each invest- 
ment. It therefore follows that the average service life of equip- 
ment is itself an uncertain variable, as it depends on the devi- 
ations of expected relative price changes from those that are 
eventually realized. Therefore the exact service life of machinery 
can only be known ex post, that is, after it has been scrapped. 


This implies that any capital stock series will provide a reliable 
approximation to the actual economically useful capital stock 
only if the assumed average service life of capital goods reflects 
more or less closely the actual situation in industry.2° 


20 Thus, for example, in the United Kingdom the Central Statistical 
Office has recently revised its estimates of the United Kingdom capital 
stock because “discussions with some larger undertakings in a variety of 
industries have indicated that the lives assumed hitherto for manufactur- 
ing plant and building have been unduly long... The broad effect of 
these reductions in service life assumptions has been to increase capital 
consumption and to reduce the estimates of the capital stock.” GSO} 
National Income and Expenditure 1983 Edition, p. 114. 
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A further reason why the use of capital stock data in construct- 
ing a potential output series has become more delicate and diffi- 


cult is the possibility that the effects of investment on capacity 


have changed. -Thus, for example, legislation has imposed more 
stringent controls on production activities as regards environ- 
mental pollution, with the consequence that part of industrial 
investment is directed towards fulfilling environmental norms 
and does not necessarily add to productive capacity.?! 


Moreover, the persistent weakness of demand and increasing 
cost pressures have also reduced the importance of capacity 
augmentation as a primary investment motive as opposed to 
rationalization and replacement,” although the precise effects 


may be difficult to separate in practice.23 


As all the above-mentioned factors lead one to question the 
series on potential output and the associated capacity utilization 
rates which are based on statistical estimation methods, it seems 
more prudent for the time being to base an assessment of 
changes in capacity utilization on information available from 
business surveys. At the same time this permits comparison 
between the capacity output series that is implied by the utiliz- 
ation rates and the changes in capital stock and thus to infer 
whether the latter is still in line with the development of techni- 
The basic assumption behind this 
comparison is that respondents to business surveys have a ca- 
pacity concept in mind that measures the output that can be 
produced with the available capital stock at a normal level of 


cal capacity in industry. 


utiliation, and that this concept is consistent through time.”4 


It should be noted that among the capacity utilization rates and 
capacity output series compiled in tables 2.2.4 and 2.2.5, the 
series for the United States is largely but not exclusively based on 
business survey results (it takes changes in the capital stock, as 
compiled by the Bureau of Commerce, into account). The series 


for Canada is not at all based on business surveys but is estimated 


on the basis of the observed historical minimum values for the 
For this 
reason it is not possible to infer possible divergencies between 
the development of capital stock and capacity output in Сапада.?° 


capital-output ratios of manufacturing industries. 


Recent changes in capacity utilization rates 


Capacity utilization rates in manufacturing industry for the 
most recent years and for 1973 and 1979 are given in table 2.2.4. 
Their development since 1969 is traced in chart 2.2.3, which at the 
same time brings out clearly their close association with invest- 


21 For example, a study of the United States finds that the elasticity of 


capacity in total manufacturing industry with respect to capital stock 


declined in the 1970s and this is related to the increasing importance of 


investment in pollution-abatement control equipment, and also to in- 
vestment in increased occupational safety and health. See: R. F. Rost, 


“Capacity-Neutral Investments and Capacity Measurement” in The 


Journal of Industrial Economics, vol. XXX, June 1982, No. 4, pp. 391-403. 

22 п the Federal Republic of Germany the Ifo business surveys 
indicate that the percentage of firms in manufacturing industry which 
invested primarily in order to increase capacity has declined from about 
50 per cent in the period 1960-1964 to about 40 per cent in 1970-1979: the 
percentage is currently around 25-30 per cent. 
No. 13/1981 and No. 19/1984. 

23 For example, this is the case with the capacity effects of the increas- 
ing computerisation of production processes and the use of robots. 

24 This may not always be so, however. Thus capacity utilization rates 
derived from business surveys have been found to have cyclical biases, 
i.e, in periods of cyclical downswing firms “lose” capacity and in an up- 
swing they “find” capacity. See George L. Perry: “Capacity in Manufac- 
turing”, Brookings Papers on Economic Activity, No. 3-1973, pp. 701-742 

25 See G. Schaefer, “Measuring capacity utilization: a technical note”, 
Bank of Canada Review, May 1980, pp. 3-13. 
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ment: higher rates of utilization of resources lead—sometimes 
with a lag—to accelerated capital formation and vice versa. 


Capacity utilization rates in manufacturing industry in 1984 
reached levels that in general are well above those in 1983. The 
overall picture, however, is quite varied. Thus in Belgium and 
France utilization rates remained at their 1983 levels, whereas in 
the United Kingdom and the United States they rose by 6 to 
6.5 points.” For the remaining countries there was, on average, 
an upward drift of 2 to 3.5 points. 


If compared with the utilization rates achieved at the last major 
cyclical peak, in 1973, the current rates suggest that there is still a 
large margin of spare capacity in manufacturing industry (see 
table 2.2.4, column 6). However, it is questionable whether 1973 
is the most appropriate year for placing the current situation in 
perspective. It may be argued that the rates attained in 1973 
reflected overheated economies, with firms producing at levels 
where marginal costs were rising sharply and resources being 
used beyond their “normal” level of intensity. Such a situation 
cannot be sustained for long, given the consequential cost 
pressures and inflationary risks. 


It may therefore be more appropriate to compare the current 
situation with 1979, the last peak before 1984. The results of such 
a comparison, given in column 7 of table 2.2.4, suggest that two 
country groups can be distinguished. In the first, utilization rates 
are still well below those in 1979: this group comprises Austria, 
France, the Federal Republic of Germany, Canada and the 
United States. In the other group, manufacturing industry is now 
operating at rates which are close to those in 1979. In fact, in 
Sweden?’ and the Netherlands operating rates are now higher 
than during the previous peak, and in Belgium the rate is the 
same. 


However, the relative speed with which utilization rates have 
responded to changes in actual production over the last year or so 
suggests that in France and the Federal Republic of Germany the 
previous peaks could be reached quickly even with relatively 
modest rates of ouptut growth. 


Capacity utilization rates reflect the relative movement of two 
separate variables, namely production capacity on the one hand 
and actual output on the other. It is the former which determines 
the possibility of growth in industry without immediate pressure 
on costs and prices, and it is therefore of importance to examine 
more closely the growth of capacity output that is implied by 
these capacity utilization rates. 


Trends in capacity output growth 


The changes in capacity output of total manufacturing industry 
since 1969 are given in table 2.2.5. They show a substantial 
decline in the growth of potential output in western Europe after 
1973, a trend which in general has accelerated since 1979. In fact, 
between 1979 and 1984 the calculations indicate that capacity 
output in manufacturing rose by about only 1 per cent а year in 
Belgium, France, the Federal Republic of Germany and Italy, 
whereas in the Netherlands and the United Kingdom there was 
even an absolute decline in potential output. In Canada and the 
United States there was also a slowdown in capacity output 
growth although it appears to be less dramatic than in western 
Europe. 


26 The increase in capacity utilization rates in the United Kingdom, 
estimated by EUROSTAT, seems surprisingly high given the rise in 
manufacturing output of around 2 1/2 per cent in 1984. These figures 
imply that potential output fell by roughly 5 per cent in 1984 


27 As compared with 1980. 
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CHART 2.2.3. 


Capacity utilization and real gross fixed investment in manufacturing industry, 1969 — 1984. 
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CHART 2.2.3. (Continued) 
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TABLE 2.2.4 


Capacity utilization rates in manufacturing industry* 
(Per cent) 
te ee ee 


Reference years 
Country 1973 1979 

Austria> . 89 86 
Belgium 84.8 76.2 
France . dist on, Sea 87.6 84.6 
Germany, Federal Republic of 87.1 84.2 
Italy . 76.5 75.4 
Netherlands . 84.8 81.4 
Sweden - р 83.1 
United Kingdom . 87.9 84.2 
Canada. 90.5 85.7 
United States 87.6 86.0 


Differences 
1982 1983 1984 1984/73 1984/79 
80 79 81 —5 —5) 
75.8 157 76.1 —8.7 = 0-1 
81.5 81.5 81.9 = =) 
VP 76.8 80.3 —6.8 Ay) 
1S) 69.9 909 —4.6 = 
76.7 79.4 82.4 —2.4 —10 
С 80.0 82.2 84.94 Е 1.8¢ 
74.2 76.4 82.4 535) —1.8 
67.0 69.3 72.94 80132 
ТЫ 75.3 81.8 = 6:1 = 45 


Ee 


Sources: Austria: Wifo, Monatsberichte various issues (Invest 
Belgium, France, Germany, Netherlands, United Kingdom: 


itionstest). 
EUROSTAT, European economy, Supplement B, Business Survey 


Results, various issues. The data do not cover the food, beverages and tobacco industry. Note that the capacity utilization rates for the 
United Kingdom are EUROSTAT estimates based on business survey data relating to firms operating at full capacity. 


Sweden: Statistics Sweden Statistiska meddelanden, 1 1984:5.5 


, Industrins kapacitetsutnyttjandet. 


Canada: The series is calculated by Statistics Canada and was extracted from OECD, Main Economic Indicators. 


United States: Federal Reserve Board Series. Data are from th 
issues. 


а Average rates. 
b Data refer to November. 


e Business Conditions Digest (US Department of Commerce), various 


£1980. 
4 Average of the first three quarters. 
© 1980-1984. 
TABLE 2.2.5 
Changes in capacity output? in manufacturing industry 
(Average annual rates of growth) 
Annual average rates of growth Growth elasticities® 
Country 1969-1973 1973-1979 1979-1984 1969-1973 1973-1979 1979-1982 
Austria. 33 3-1 3:7 1.0 1.0 i? 
Belgium 8.1 39 0.6 os Be a 
France . 6.3 Sit 1.3 1.0 0.9 0.4 
Germany, 
Federal Republic of . 4.6 2.4 0.9 0.8 1.0 0.8 
Italy . И 3.0 о 
Netherlands . 2.4 119) г 
Sweden Les —ulic 
United Kingdom . 221 = АБУ 0.8 = = 
Сапада. 4.8 a, 3.3 1.0 0.9 0.9 
United States 3.6 3.1 25 1.3 0.8 0.7 


Sources: As Гог tables 2.2.4 and 2.2.6. 


а Рог all countries capacity output was obtained by dividing act 


ual real output by the average capacity utilization rate for the corre- 


sponding year. Actual output is defined as the real value added of total manufacturing industry (National Accounts series). Forthe United 
States the series was calculated on the basis of the Federal Reserve Board’s Index of Industrial Production for total manufacturing. 


b These were calculated as the ratio of the average annual growth rates of capacity outputand real capital stock. Original capital stock 
data (А+) referring to the end of year ¢ were transformed into mid-year values by means of the formula Кг = (К!-Кь1)/2 


с 1980-1982. 


It is interesting to compare these growth rates of capacity 
output with the changes recorded for the real capital stock in total 
manufacturing industry. Unfortunately, there are no capital 
stock data for some countries listed in the table, and for some for 
which capital stock data are available (Finland, Norway, Sweden) 
there are no capacity utilization rates. For Sweden, the latter 
variable is available only from 1980, but for the remaining cases 
the comparison is quite instructive. Changes in real gross capital 
stock are given in table 2.2.6 for nine countries. 


In all four European countries for which both capital stock and 
potential output series are available, the decline in capacity 


output is everywhere associated with a slowdown in capital stock 
growth. However, whereas the elasticity of capacity output with 
regard to capital stock appears not to have changed very much (or 
to have declined only slightly) in Austria and the Federal Repub- 
lic of Germany, there is a significant drop of about one half after 
1979 in France. In the United Kingdom capacity output growth 
no longer appears to respond to changes in the capital stock after 
1973: in fact the implicit elasticity is even negative after 1979. 
Although it has not been possible to calculate a capacity output 
series for Norway and Sweden the development of the capital 
stock relative to actwa/ output is nevertheless somewhat puzz- 
ling: the capital stock continued to grow more or less steadily 
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after 1973 whereas output either stagnated or declined. These 
developments imply that capital productivity declined by 4.4 and 
3.3 per cent per annum in Norway and Sweden between 1973 and 
1982 (1982 being the last year for which capital stock data are 
available). In other words, assuming that capital stock is 
measured correctly, then the apparent capital productivity in 
1982 of manufacturing industry in Norway was about 33 percent- 
age points below its 1973 level; for Sweden the corresponding fall 
is 26 percentage points. 


TABLE 2.2.6 


Changes in capital stock of total manufacturing industry 
(Average annual rates of growth) 
eee eee 


1969-1973 1973-1979 1979-1982 
о о TE LIe 480) 6.0 3.4 Dil 
ОР, о № а оо 2 6.2 4.0 Вы 
О О р tie: 6.5 4.1 2.8 
Germany, Federal Republic of . 6.0 23 1.8 
Об aire в 4.1 4.8 55 
Бе ay ле. ЩЕ 4.4 7 21 
Wnited Kingdoms) asses ee oe BD 2.1 0.6 
бапаба о tae Revives 4.7 3.9 4.1 
Печи States) иен. №. Яра 27 3.8 4.1 


Sources: 


Austria: В. Hahn, “Neufassung der Wifo-Kapitalstockschaetzung fiir die Industrie und 
das Gewerbe nach Branchen”, Wifo, Monatsberichte8/1983; and direct communication from 
the Oesterreichisches Institut fiir Wirtschaftsforschung. 


Finland: Economic Planning Centre (TASKU), Helsinki, direct communication. 


France: OECD, Flows and Fixed Capital, 1955-1980, Paris, 1980, and direct communi- 
cation from OECD. 


Germany, Federal Republic of: Statistisches Bundesamt, Vol/kswirtschaftliche Gesamt- 
rechnungen, Fachserie 18. 


Norway: National accounts, Central Bureau of Statistics. 
Sweden: Statistiska meddelanden, Central Bureau of Statistics. 
Canada: Fixed Capital Flows and Stocks, Statistics Canada 


United States: Survey of Current Business, February 1981, October 1982, August 1983, 
August 1984. 


Note: Original end-year capital stock data were transformed into mid-year values by using 
the formula in footnote b of table 2.2.5 


In the United States there is also a conspicuous change in the 
relationship between the two variables: indeed, an acceleration 
in capital stock growth was accompanied by a declining growth 
rate of capacity output, leading to a drop of the implicit growth 
elasticity in 1979-1982 by about one half relative to 1969-1973. 


The above discussion has focused оп а concept of capacity that 
measures the output that could be produced if the available 
equipment and labour were used at a normal level of intensity. 
This is, however, a purely technical measure, as it does not 
involve any consideration of the costs of production. It might 
therefore be more useful to have a capacity measure that ex- 
plicitly incorporates factor costs. Such a concept has for some 
time been associated with the micro-economic notion of 
“capacity output”, which is defined as that level of output at 
which the short-run total average cost curve attains its minimum 
for a given capital stock.?® This approach clearly emphasizes that 
capacity is essentially a short-run concept, which 1$ based on the 
fixity of certain factor inputs. In the long run, when all factor 


28 See, for example, J. M. Cassels, “Excess Capacity and Monopolistic 
Competition”, The Quarterly Journal of Economics, vol. LI, May 1937, 
No. 3, pp. 426-443; L. R. Klein, “Some Theoretical Issues in the Measure- 
ment of Capacity” in Econometrica, vol. 28, No. 2, April 1960, pp. 272-286; 
G. J. Stigler, The Theory of Price, 3rd edition, New York, 1968, pp. 156-158; 
B. G. Hickman, “On a new method of capacity estimation”, in Journal of 
the American Statistical Association, vol. 59, June 1964, No. 306, pp. 529- 
549. 


inputs can be adjusted to changes in demand, there are no 
capacity limitations. At any given time therefore this optimum 
level of output is determined by relative factor prices, the 
available capital stock, and the available technology. 


Two specific features of this concept are noteworthy. First, the 
implied capacity utilization rates can be directly related to the 
investment behaviour of firms.2? Thus, if actual output is equal 
to capacity output, then by definition there is full capacity and if 
firms expect no change in that level of output there will be 
neither net investment nor disinvestment. However, if there 
were a persistent increase in demand such that the actual output 
produced-for a given capital stock—were higher than the ca- 
pacity output at which costs are minimized, then the capacity 
utilization rate would be greater than 1 and firms would invest 
(i.e. add to their capital stock) in order to produce the higher 
output at lower unit cost. If, on the contrary, there is a persistent 
decline in demand, firms will reduce their capacity output in 
order to move to a lower cost-minimizing level of output. 


Second, as capacity output at each point in time is defined fora 
given constellation of relative factor prices, it is possible in prin- 
ciple to evaluate the impact of changes in the costs of specific 
factor inputs (for example, labour and energy) on the optimum 
output [еуе].30 


Conclusions 


To sum up, the official time series of real capital stock appear to 
have become less reliable as a guide to changes in production 
capacity in manufacturing industry in a number of countries. 
The reasons for this are not yet well understood?! and it has led, 
for example, the Federal Reserve Board to reduce the weight 
given to capital stock growth in its recently revised measures of 
capacity output in US industry.2 Intuitively, however, this 
seems to support the argument that the economic disturbances of 
the 1970s led to a reduction in the general service lives of assets 
which has not been reflected in measures of the capital stock. If 
the average service lives of the individual capital vintages have 
actually become shorter, then this implies that the growth of 
potential output will react more strongly to changes in invest- 
ment or, in other words, that capacity output will adjust more 
rapidly to cyclical fluctuations in demand.* 


The declining trends in the growth of capacity output are a 
matter of great concern, for they suggest that the short- to 
medium-term growth possibilities of west European industry 


29 ее Е. В Berndt and С. J. Morrison, “Capacity Utilization 
Measures: Underlying Economic Theory and an Alternative Approach”, 
in American Economic Review, Papers and Proceedings, vol. 72, No. 2, May 
1981, pp. 48-52, for an application to US manufacturing industry. 


30Berndt and Morrison, /oc. cit. Some preliminary work by the sec- 
retariat on these cost-based capacity utilization measures suggests that 
in the 1970s actual output was generally lower than the level at which 
costs would be minimized-—in other words, there was little or no incentive 
for firms to invest because the existing capital stock was already larger 
than that required for minimizing short-run total costs. This result is 
consistent with the slowdown in technical capacity output, noted above, 
and with the increased emphasis on investment for rationalization rather 
than expansion of capacity. 

31 For the United States these changes were discussed for the first time 
in an article by В. Bosworth “Capital Formation and Economic Policy”, in 
Brookings Papers on Economic Activity No. 2-1982, pp. 273-326. 

32 See R. F. Rost “New Federal Reserve Measures of Capacity and 
Capacity Utilization”, in Federal Reserve Bulletin, July 1983, рр. 515-521. 

33 See Arthur Boness and Rainer Pischner: “Auswirkungen unter- 
schiedlicher Nutzungsdauern der Investitionen auf das Produktions- 
potential” in Joachim Frohn and Reiner Staeglin (eds.), Empirische Wirt- 
schaftsforschung, Konzeptionen, Verfahren und Ergebnisse, Festschrift fur 
Rolf Krengel, Berlin, 1980, pp. 61-75 
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may have been seriously compromised by the low investment 
activity of recent years. In contrast, the growth of capacity output 
in the United States has been much faster in the last five years 
than in all the west European countries in table 2.2.3 except 
Austria. This, and the fact that the recovery started from rela- 
tively low levels of capacity utilization, helps to explain why rapid 
output growth in the United States has not placed any severe 
pressure on costs and prices. It is the underlying growth of poten- 
tial output which determines the overall supply and employment 
possibilities in an economy and a reversal of the declining trend 
requires that investment be motivated again by the need to 
increase capacity. Labour has been losing out in the current 
recovery since the increase in utilization rates has not lead in 
general to an increase in employment (the United States is the 
main exception). For this to occur, output growth would have to 
be much stronger. 


Morever, the additions to capacity that have been made in 
recent years do not only reflect the modest rates of growth 
actually experienced and the dominance of rationalization as an 
investment motive but also the reduced expectations of growth 
in the future. Since it takes time to add to capacity and given the 
relatively slow growth of potential output over the last few years, 
there is a danger that any strong upswing now would propel 
industry relatively quickly towards the existing capacity ceilings 
and so lead to a situation where inflationary risks would have to 
be contained by more restrictive policies and before any signifi- 
cant improvement in employment had been achieved. 


However, the continuation of the currently low rates of output 
growth also imply a bleak outlook for employment: labour there- 
fore risks being caught in a low growth trap where modest 
increases in production can be supplied simply by productivity 
growth. 


(iv) Foreign demand 


There was a marked acceleration in the growth of exports of 
goods and services from western Europe in 1985 (table 2.2.7): on 
average they rose by nearly 6 1/2 per cent in volume compared 
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with a little over 2 per cent in 1983. Performance was also better 
than forecast at the beginning of 1984 (some 4 1/2 per cent). The 
improvement in exports was particularly marked in the four 
larger economies, partly because of the increased demand for 
investment goods in 1984. In spite of the metal workers’ strike in 
the second quarter, exports from the Federal Republic of 
Germany also rose more than forecast a year ago. 


There was also a resumption of export growth in the United 
States in 1984: after two years of decline exports rose by some 4.5 
per cent. Exports to Canada, Japan and Latin America seem to 
explain most of this increase. 


The strengthening of export growth in 1984 originated in the 
recovery of import demand in both western Europe and North 
America. In western Europe import volumes accelerated sharply 
in response to rising activity, particularly in manufacturing 
industry: for western Europe as a whole they rose some 5 1/2 per 
cent in 1984 compared with 1 1/2 per cent in 1983. Imports also 
rose much faster than expected at the beginning of 1984: 
although special factors were at work in individual countries 
(higher energy imports into the United Kingdom аз а result of the 
miners’ strike, for example), this was a general phenomenon. 


The volume of imports into North America rose at a two-digit 
rate. In the United States import volumes increased by about 27 
per cent, reflecting the rapid growth of domestic demand and 
losses of competitiveness in the home market. 


Western Europe has clearly benefited from this rapid growth of 
imports into the United States, although intra-west-European 
trade seems to have played a more important role in the improve- 
ment of west European performance. In fact, following the free 
trade agreements of the 1960s and 1970s, western Europe has 
become increasingly dependent upon developments inside the 
region.*+ This is illustrated in table 2.2.8, which provides an 
estimate of the relative impact of import demand in the United 
States and in western Europe on the growth of west European 


34 See section 5.2. 


TABLE 2.2.7 


Changes in the volume of exports and imports of goods and services,? 1983-1985 
(Annual percentage change) 
a i a a a ee 


Exports Imports 
1983 1984 1985 1983 1984 1985 
France . BS Laan Se eee 3.6 4.7 4.1 —0.9 3.0 2.6 
Germany, Federal Republic of 3 7.4 6.5 0.5 SES 4.5 
Italy . aera 3.9 6.0 5.0 0.8 12 5.0 
United Kingdom . 1:5 6.5 5 5.5 8.5 3:5 
Total 4 countries . ра 6.4 D7, ok 5.6 3.9 
Austria. 6.2 18.3 5.6 9.9 19.1 ы 
Belgium = 4.8 4.1 —3.0 2.3 2.3 
Denmark . 3.4 4.8 5.6 0.7 6.9 5.3 
Finland 3.6 6.0 5.0 3.8 5 5.0 
Ireland . 10.6 14.2 10.0 3.9 6.8 7.8 
Netherlands . 0.4 2.4 2.3 4.9 3.5 3.0 
Norway 7.0 6.1 —1.4 =e 1.6 2.8 
Sweden 10.5 у 3.6 = 5 5.8 
Switzerland . 0.9 5.2 3.1 4.7 6.5 38 
Tm aes г f oe gon 
Total 9 countries . 4.3 6.7 3.9 22 5.4 3.9 
Total western Europe S| 6.5 5.0 5) 5.5 3.9 
Canada, Е у rome 6.4 18.5 5.3 8.1 16.0 4.5 
United States Do Е ИИ №. oe) 4.5 6.5 75 27.1 12.5 
Гоа авое © i see ek Pe oe at 0.8 6.8 5.4 Dil 10.6 5.9 
НЕ Е Е А 


Sources: National statistics and official forecasts listed in the appendix to this section 


4National accounts basis 
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TABLE 2.2.8 


The contribution of intra-regional trade and of exports to the United States 


Exporters 


Western Europe . 


of which: 
France . eR meee 
Germany, Federal Republic of. 
Italy . Fiat 
United Kingdom . 


Austria . ен. 
Belgium-Luxembourg . 
Finland. 

Netherlands . 

Norway. 

Sweden. 

Switzerland . 


Impact of west European imports 


= to total volume growth in west European exports of goods, 1984 


Impact of United States imports 


A B С р Е Е 
65.6 6.5 4.0 7.6 39.0 3.0 
56.3 6.5 3.5 6.0 40.0 2.5 
63.9 5:5 2.5 7.6 45.0 3) 
54.7 3.0 2.0 Wa 51.5 4.0 
56.0 6.5 4.5 13.8 18.0 2.5 
66.7 5.0 3:5 3.0 21.5 1.5 
И 3h) ES) Spll 36.0 2.0 
Spi. О 9.5 4.1 72.0 BB) 
TTS) 5:5 4.0 Sell 21:5 2.5 
83.4 8.5 7.0 4.3 35.0 eS) 
68.5 9.5 6.5 8.9 47.5 4.0 
58.8 Iles) 4.5 8.6 PES) 2.5 


—— 
Sources: ECE secretariat estimates based on data in OECD, Monthly Statistics of Foreign Trade, January 1985, and United Nations, 


Monthly Bulletin of Statistics, June 1984. 


Note: A-Share of western Europe in exports from the countries indicated in 1983; 


B—Percentage change in west European imports from the countries indicated; 
C—Percentage point contribution to total growth in exports from the countries indicated; 
D-Share of the United States in exports from the countries indicated in 1983: 


E—Percentage change in United States’ imports from the countries indicated; 


F-—Percentage point contribution to total growth in exports from the countries indicated. 


а January-September. 


exports of goods in the first three quarters of 1984. West Euro- 
pean imports from the region itself increased in volume by about 
6.5 per cent, an expansion that contributed 4 percentage points to 
the export growth of western Europe. Of the countries listed, 
only Italy and the Federal Republic of Germany gained more 
from the United States than from western Europe. 


Intra-west-European trade was particularly important for the 
export growth of anumber of the smaller countries. On the other 
hand, imports of the United States from western Europe rose in 
volume by almost 40 per cent, but this increase contributed only 
3 percentage points to the rise in western Europe’s total exports. 
For the Federal Republic of Germany and Italy the impact was 
above average and also larger than the effect of intra-European 
trade. 


The impact of net foreign demand on domestic output growth 
was generally positive in 1984 although there were marked dif- 
ferences among individual countries. For the nine smaller 
economies, net exports accounted on average for about 28 per 
cent of GDP growth, rather less than the two thirds in 1983 when 
the recovery was more narrowly based. Nevertheless the con- 
tinuing process of adjustment via large shifts of resources into the 
external sector of several of the smaller countries has meant that 
GDP growth has continued to be dominated by foreign demand 
(Belgium and Ireland, for example). Among the larger econ- 
omies net foreign demand provided about a fifth of GDP growth 
in France and about a third in the Federal Republic of Germany 
(in the latter this represents a sharp turnround from 1983 when 
the foreign sector had a negative effect on output growth). In 
Italy and the United Kingdom the impact of net foreign demand 
was negative in 1984 though to a much smaller extent than in 
1983. In contrast with western Europe, in the United States net 
foreign demand made a large negative contribution to GDP 
growth: the nearly 9 per cent growth in domestic demand was 
lowered by some 2 percentage points. 


For 1985 some slowing down in west European export growth 
is implied in the current forecasts (from 6 1/2 to 5 per cent, on 


average) with a somewhat sharper deceleration for the smaller 
economies than for the larger ones. Nevertheless the foreign 
sector is still expected to contribute significantly to growth in 
1985, by about a fifth of the rise in GDP in the four large econ- 
omies and with a particularly large effect (45 per cent) in the 
Federal Republic. 


In the United States export growth is anticipated to improve 
further in 1985 mainly under the stimulus of strong import 
demand in Japan and Latin America. However, the rise in 
imports is projected to continue to exceed that of exports, entail- 
ing another large, negative contribution of net foreign demand to 
the growth of GDP. 


APPENDIX 


Sections 2.1 and 2.2 refer frequently to official forecasts of 
GDP and its components in 1984. Regional aggregates were 
made by the secretariat on the basis of the dollar values of the 
relevant variables at 1975 prices and exchange rates. The sources 
of the various forecasts (and in many cases for estimates of 1984 
as a whole) are as follows: 


Austria: WIFO Monatsberichte, 11/12-1984. 

Belgium: Budget des Recettes et des Dépenses pour l'année 
budgétaire 1985, Ministere des Finances, 
October 1984. 

Canada: OECD Economic Outlook, December 1984. 

Denmark: Ministry of Economic Affairs, press release, 
February 1985 and Economic Council, Dansk 
Akonomi, November 1984. 

Finland: Ministry of Finance—Kansantalouden Kehitys- 


arvio 1985, February 1985. 
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France: 


Germany, 
Federal 
Republic of: 


Ireland: 


Italy: 


Netherlands: 
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Comptes Prévisionnels de la Nation pour 1984 et 
principales hypothéses économiques pour 1985, 
October 1984. 


SBW, Statisticher Wochendienst 1984, 17 Jan- 
uary 1985 and DIW, Wochenbericht, 1-2/1985. 


The Economic and Social Research Institute, 
Quarterly Economic Commentary, December 
1984. 


ISCO, Rassegna Mensile—Congiuntura Italiana, 
October 1984. 


Central Planning Bureau, Macroeconomische 
Verkenning 1985, September 1984. 


Norway: 


Sweden: 


Switzerland: 


United 
Kingdom: 


United States: 


CBS, QBkonomisk Utsyn, February 1985 and 
Ministry of Finance, Nasjonalbudsjettet 1985, 
September 1984. 


Konjunkturinstitutet: Preliminar national- 


budget 1985: 1 January 1985. 


La Vie Economique — La Conjuncture Suisse en 
1984 et les Perspectives pour 1985, January 1985. 


H.M. Treasury, Financial Statement and Budget 
Report 1985-86, March 1985. 


Economic Report of the President, February 1985 
and OECD Economic Outlook, December 1984. 


2.3 THE-CONDITIONS OF SUPPLY 


‘This section discusses a number of developments on the 
supply side of the market economies: productivity, costs and 
prices, and changes in unemployment and employment. The 
section on costs and prices includes a discussion of profit margins 
before and after 1973 and that on labour markets pays special 
attention to the extent that demographic changes have eased or 
exacerbated employment problems. This last section also 


includes a discussion of the concept and measurement of full 
employment. 


(i) Labour productivity 


Growth rates of labour productivity in 1984 (for the whole 
economy) do not display any clear pattern across individual 
countries. In some there was some acceleration (Denmark, Italy, 
France), in others growth rates remained roughly the same or 
even declined in comparison with 1983 (notably in the Nether- 
lands, the United Kingdom and in North America). It appears 
from preliminary data that the generally faster growth of real 
GDP in 1984 was accompanied by a deceleration in the decline of 
labour input or even by an absolute increase (notably in Finland, 
Sweden, the United Kingdom and North America) thus making 
for some slowing down in the rate of productivity growth. The 
most striking examples of such a slowdown are the United 
Kingdom and the United States. In fact in the latter real GDP 
increased by of 3.7 per cent in 1983 and productivity by 3 per cent; 
in 1984 the increase in real GNP of 6.8 per cent was accompanied 
by an increase in persons engaged of roughly 4.5 per cent, imply- 
ing a fall in productivity growth. 


In a somewhat longer-term perspective the increase in labour 
productivity over the period 1979-1984 does not in general 
compare favourably with that in earlier periods (see table 2.3.1). 


In fact, the rates of growth for 1960-1973 are in most countries 
still much higher than current rates of increase; and only in six of 
the 15 countries Jisted in table 2.3.1 is the average rate of change 
in 1979-1984 higher than the average rate for 1973-1979. 


More or less rapid increases in labour productivity during 
periods of economic upswing are a familar fact and inter alia can 
be explained by labour-hoarding 35 and the more efficient use of 
resources as rates of capacity utilization increase. 


However, the years after 1979, notably from 1981 to 1983, 
appear to be atypical in that relatively rapid increases in produc- 
tivity growth in several countries have been associated less with 
higher output growth than with considerable reductions in the 
levels of employment. This seems to be mainly a consequence of 
both the process of rationalization and structural adjustment that 
has been going on for quite some time and the sluggish growth of 
demand. 


This development, in general, is much more accentuated in 
manufacturing industry (table 2.3.2). It can be seen from a 
comparison of tables 2.3.2 and 2.3.1 that productivity growth in 
manufacturing has been traditionally faster than in the economy 
as a whole. There was a marked acceleration of productivity 
growth in manufacturing industry after the cyclical trough in 
1982. Insome countries (Austria, Belgium, the United Kingdom) 
this acceleration had occurred earlier. 


35 See, for example, Walter Y. Oi: “Labour as a Quasi-Fixed Factor”, 
The Journal of Political Economy, vol. LXX, December 1962, No. 6, 
pp. 538-555. 


TABLE 2.3.1 


Changes in labour productivity:* total economy 


a ————————————Ь ъ——5—5—к—5— 


Average annual rates of growth 


Year-to-year changes 


1960- 1973- 1979- 

Country 1973 1979 1984 1980 1981 1982 1983 1984 
France . a ae ae: 4.7 2.9 1157. 1 1.0 1.9 15 3.0 
Germany, Federal Republic of 4.4 3.0 7 0.9 0.6 0.7 31 3.0 
а se eee 5.8 1.8 0.8 9 0.3 ОТ |1. 5) 3.0 
United Kingdom . 2.8 1.2 2.0 40) 3.0 33 4.2 ILS 
Austria. yoke 7) 5) 2.1 2.8 —0.2 ND) 3.3 7,5 
Belgium 4.1 Do) 1.9 3.4 0.9 2.4 1.4 1.0 
Denmark . 33) iN) 2.0 0.7 0.5 2.9 1.9 4.0 
Finland 5.0 2.8 7) Pel 1.0 2 2.6 RS 
Ireland . 4.4 3.3 2.9 1.5 3.9 2.4 2.6 4.0 
Netherlands . 4.1 Lee 1.2 0.1 0.8 0.8 2.7 №5 
Norway 3.4 Shei 23 DES 0.4 1.4 В.В 4.0 
Sweden 2.94 0.8 2 0.2 —0.2 | 2.7 2.0 
Switzerland . 3.1 0.9 1.4 Dell 0.2 —0.4 2.0 рэ 
Сапада. 2.6 0.3 0.3 —1.9 0.5 ТЫ 2.4 2.0 
United States . Deh 0.6 1.1 —0.7 1.6 -0.4 3.0 DES 


i a eee ees ee ee НЕ 


Source: National statistics and secretariat estimates 


а Real GDP per person employed. For the Netherlands and Norway employment is measured in terms of man-years and for the 


United States the number of persons engaged was used 
b Estimates rounded to the nearest 0.5 percentage point 
©1964-1973 
d 1963-1973. 
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АВЕ 2.5.2 


Changes in labour productivity:? total manufacturing industry 
есь пан ee 


Average annual rates of growth 


Year-to-year changes 


Country or ie Е 1980 1981 1982 1983 1984 
shen to Рота Heres Geli inde болит бек hae ТОБИ» NV eee ee 
France . ae PER PE OF 6.2 4.2 3.0 1.9 1.8 2:8 ЗЫ 5:5 
Germany, Federal Republic of 5.0 3.5 2.1 = 0.6 0.6 53 4.0 
As BE eee 6.4 рэ 2.4 4.1 0.6 О в = 0:7 8.0 
United Kingdom . 3.6 0.8 2.9 57 3.0 5.4 6.8 3.5 
Austria? . 6.0° 3.5 3.3 2.4 0.6 3:9 4.4 5 
Belgium . 6.2 55 3.31 1.2 3.1 4.2 4.8 © 
Finland 4.2 3.0 4.4 8:7 3:2 2.9 5.6 6.5 
Netherlands? 8. 6.4 3.8 ВЫ = 012 0.8 0.5 6.9 8.0 
Norway . 95 0.5 1.8 —0.8 0.3 1.8 4.5 35 
Sweden 5.3h 1.0 3.6 (kh SO 92 9.4 6.0 
Switzerland . 4.2 2.0 BD 3.5 =5 0.8 2.9 5.3 
Сапада. з 4.0 ES) ра —4.6 0.9 3.4 8.4 12.0 
United States! . 8.5 1.2 3.0 = 2.8 1.1 ee. 5.0 


TTT 


Source: National statistics and secretariat estimates. 
4Real value added per person employed. 

b Estimates rounded to the nearest 0.5 percentage point. 
с Manufacturing including fuel and power products. 

9 Manufacturing and mining. 

© 1964-1973. 

£ 1979-1983. 

Е Real value added per man-year. 

h 1963-1973. 


iReal value added per person engaged. Persons engaged = full-time equivalent employees plus self-employed. 


A characteristic feature of productivity developments after 
1979 has been not so much the support from output growth but 
the impact of the reduction of labour inputs in industry. Thus in 
all countries (except Finland) the average annual rates of decline 
of employment in 1979-1984 were higher than in 1973-1979, 
whereas the average growth rate of production was in general 
significantly smaller. 


The decline of employment in manufacturing industry over 
the last few years or so decelerated in most countries in 1984 asa 
result of the stronger growth of output. (Only in Sweden and the 
United States was there actually an increase in employment—the 
first since 1979.) It may well be that this labour shedding, which 
has been substantial in a number of countries, has now reached 
its limit for prevailing levels of output. If this is so, any further 
sustained improvement in the growth of labour productivity can 
only be brought about by generally higher rates of output growth. 
So far the apparent deviation in recent years from previous his- 
torical relationships between output growth and productivity 
changes was probably only temporary: this “break” can be seen 
most clearly in the United Kingdom where the very rapid 
increases in labour productivity in 1982 and 1983 resulted from 
an absolute decline in output and an even larger absolute decline 
in employment. It seems reasonable to assume that productivity 
gains from such a combination of falling output and employment 
cannot be maintained over a long period. In fact, they are more 
likely to represent a once-and-for-all shift in productivity levels. 
Recent developments in western Europe and North America do 
not in any case undermine the hypothesis that a return to the high 
productivity growth rates of the 1960s and early 1970s will only be 
possible as the result ofa marked improvement in output growth. 


(ii) Costs, factor incomes and prices 


During 1984 cost pressures weakened and domestic inflation 
rates fell. These favourable cost and price developments paved 


the way for a more dynamic profit performance and improved 
economic activity. 


Input costs in national currencies in western Europe acceler- 
ated in 1984 largely due to the appreciating US dollar. However 
this upward cost pressure was largely offset by developments in 
unit labour costs. The growth rate of unit labour costs declined 
strongly in 1984 due to a combination of rising productivity and 
decelerating average earnings. Therefore, despite a further fall in 
price inflation, profit margins continued to widen and this, 
combined with better output performance, led to buoyant 
profits. In addition, the rates of return on capital further recov- 
ered during 1984, as a result of higher capacity utilization during 
the year. However, the extent to which this higher profitability 
will influence investment and future employment, given prevail- 
ing interest rates, is not yet clear. 


In the United States, contrary to many expectations, inflation 
did not accelerate despite a strong fiscal stimulus. This was a 
consequence of a further moderation in labour costs and cheaper 
input prices which were partly due to the strong dollar. A further 
improvement in profit margins combined with strong output 
growth pushed profits up sharply. 


This section reviews recent changes in material input prices, 
labour costs, profit margins and price inflation. A note at the end 
of the section examines the behaviour of profit margins in manu- 
facturing industry during the 1960-1983 period. Emphasis is 
placed on differences between pre- and post-1973 behaviour in 
the countries of western Europe and North America. 


(a) Input costs 


During the current recovery of output growth, primary 
commodity prices have moved in a somewhat unusual manner. 
Non-oil commodity prices, after reaching a low point at the end 
of 1982, recovered considerably through 1983 and most of the 
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first half of 1984. However, contrary to expectations, they fell 
significantly after reaching a peak in mid-May. The HWWA 
index of market prices (in US dollars) of non-energy commodi- 
ties rose by 1.9 per cent in 1984, compared with 4.4 per cent in 
1983, but the index in 1984 was still 15 per cent below its record 
level in 1980. Price movements, however, differed considerably 
in the first and second halves of 1984: they increased in the first 
and second quarters by 12.9 and 7.4 per cent respectively; in the 
third quarter, however, they fell by 3.5 per cent and in the final 
quarter there was a further decline of 8.0 per cent.” This fall in 
non-oil commodity prices is partly due to changes in the 
exchange rate of the US dollar; but even in SDRs, the same 
trends occur, although the changes are more moderate. These 
price developments basically reflect ample supplies and weak 
demand. Stock releases, the strained financial circumstances of 
some producers and a reduction of acreage restrictions in the 
United States are among the main factors behind the increase in 
supplies. While the demand for manufactures has increased 
more than expected during the present upswing, demand for 


primary commodities has been relatively weak partly because of 


the dominance of the recovery by the United States, which is not 
as important as an importer of primary products as western 
Europe. Also high interest rates have slowed the pace of rebuild- 
ing stocks of primary commodities. 


World energy prices remained weak in 1984, the HWWA energy 
index falling by 3 per cent during 1984. Although the OPEC price 
for crude oil remained (officially) unchanged throughout 1984 an 
increasing proportion of world trade in oil has been conducted on 
the spot market where dollar prices in the third quarter of 1984 
were nearly 10 per cent lower than a year earlier. Despite the 
recovery in activity in the market economies the demand for 
crude oil remained weak: this is partly the result of long-run 
shifts in the pattern of demand away from oil- and energy- 
intensive activities and of energy-conservation efforts which 
have been increasing since 1979. In western Europe demand for 
oil has also been restrained by the fact that the appreciation of the 
dollar has meant sharply rising prices for crude oil in terms of 
national сиггепсу.38 Increases in energy taxation, especially for 
gasoline, in most west European countries has added to this rise 
in prices. During 1984, therefore, western Europe did not benefit 
as did the United States from the impact of lower oil prices on the 
rate of domestic inflation.2? However, the higher oil prices in 
western Europe will have helped to maintain efforts to raise 
energy efficiency and to substitute alternative energy sources for 
oil, and in the longer run this will strengthen Europe’s ability to 
maintain lower inflation rates in the face of any renewed attempts 
by the OPEC cartel to secure large increases in the price of oil. 


Changes in intermediate goods prices in western Europe and 
North America are shown in part B of table 2.3.3. These prices 
are in national currencies and the coverage of goods is more 
comprehensive than the primary commodities index discussed 
above. The deceleration in the annual rate of growth of inter- 


36 The HWWA (Hamburg) index weights world market prices by the 
relevant shares in total imports of western industrialized countries in 
1974-1976. 

37 For further discussion of world commodity prices see section 5.1(1). 

38 Because the ECU has depreciated sharply against the dollar since 
mid-1983, the average west European price of crude oil imports (in ECUs) 
in September 1984 was 15 per cent higher than in mid-1983. This rise 
occurred despite the fact that the official dollar price of oil remained 
unchanged over the same period and spot prices fell. 

39 During the 12 months to September 1984, retail energy prices in the 
United States rose by around 1 per cent and by about 5 to 6 per cent in 
western Europe. But because the energy component of the consumer 
price index ranges only from 5 to 7 per cent of the total in western Europe, 
its direct effect on overall inflation rates was not large. 


mediate goods prices in 1982 and 1983 came to a halt in 1984. 
They accelerated in all the west European countries except 
Norway and Sweden. In North America there was a marked 
acceleration in the United States, but not in Canada. However, 
despite the much stronger recovery of demand in the United 
States, the increase in US input prices was about one third of the 


average European rate, due in part to the appreciation of the 
dollar. 


(b) Earnings and unit labour costs 


The decline in the rate of increase in average hourly earnings 
continued in 1984 in western Europe, although with less 
momentum than in 1983. The weighted average rise in west 
European manufacturing industry in 1984 was around 7 per cent, 
about 1 point less than in 1983 and 3.5 percentage points less than 
in 1982 (table 2.3.4). Comparing the first three quarters of 1984 
with those of 1983, the growth of nominal earnings slowed down 
in all the west European countries except Austria and the United 
Kingdom where there was no change. 


The growth of earnings is still high in a number of countries 
(Italy, France, the United Kingdom, Ireland, and the Nordic 
countries except Denmark). However, there has been a marked 
deceleration in France and Italy and in some of the smaller 
economies. Rates of growth nevertheless have remained fairly 
stable in the United Kingdom and Ireland while in Norway and, 
particularly, Sweden there has been a marked acceleration during 
the course of 1984. 


After falling sharply in 1983, the growth of nominal earnings in 
the United States in 1984 stabilized at around 4 per cent, much 
less than in most west European countries (only in the Nether- 
lands, the Federal Republic of Germany and Switzerland was the 
increase less than in the United States). 


During 1984 average real earnings*® in west European manu- 
facturing industry continued to grow by around | per cent 
(weighted average). However, in most of the small countries real 
wages fell significantly during 1984. The largest decline was in 
the Netherlands (2.2 per cent), where despite a low rate of infla- 
tion, a sharp deceleration in nominal earnings growth rate 
pushed real earnings to well below their levels at the end of the 
1970s. Among the four major west European economies real 
wages grew strongly only in the United Kingdom (by just under 
4 per cent), the result ofa relatively high rate of nominal earnings 
growth (9 per cent, the third highest in the region) and a relatively 
modest inflation rate (5 per cent). There was virtually no real 
earnings growth in the Federal Republic of Germany and only 
modest increases (around 0.5 per cent) in Italy and France. 


In the United States, real earnings fell slightly due to a modest 
acceleration in prices and no change in the growth of nominal 
earnings. After a sharp deterioration during 1983, real earnings 
in Canada recovered somewhat, the result of higher nominal 
earnings and lower inflation. 


Thus, in most countries real wages, which started to fall in 1981 
and stabilized somewhat in 1982 and 1983 thanks to the sharp fall 
in inflation rates, deteriorated further in 1984. At the end of 1984 
the average level of real wages in manufacturing industry was 
lower than in 1980 in nine of the 13 west European countries 
(chart 2.3.1). On the other hand real earnings in 1984 were higher 
than in 1980 in the United Kingdom, Italy, France and Finland. 
The largest gain was in the United Kingdom where an average 
manufacturing worker’s real earnings in 1984 were 12 per cent 


40 Average growth rates of hourly earnings (table 2.3.4) deflated by the 
consumer price index (table 2.3.10) 
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TABLE 2.3.3 


Changes in the prices of raw materials and intermediate goods 
(Percentage change over corresponding period of previous year) 


1984 
1981 1982 1983 1984 01 02 03 04 

A. World market price of raw materials (in US dollars) 
All items 

Including energy . ‘oh 6.5 =5,0 —8.4 771 — 6.8 1:3" м--0:8 —1[:9 

Excluding energy . SIE Sige 4.4 1.9 12.9 7.4 5 —8.0 
Food о, OL ssi 10.1 Sail 21.6 15.3 —3.6 -9.6 
Industrial materials . e124 eA, 0.8 —0.4 ТР 22 =3,5 — 6.8 
Energy . 13.6 = 2988-11. 58) —11.4 0.1 = = 
B. National intermediate goods prices (in national currency) 
France . gas Ol Des 11.0 Wile 11.1 925 15.6 14.4 12.8 10.4 
Germany, Federal Republic of 11.6 3:4 0:1 5.0N 4.6 5.5 4.6 4.9 М 
а и. ну де edad 75 12.9 8.0 ieee TY [py 11.1 10.3° 
ЕТ kcnre d Gripe се о 133 6.9 8.1 GZ 8.6 TEs 9.2 

Unweighted average of 4 3} 8.7 6.5 9.60 9.6 10.2 9.0 9.40 
Austria. 15.2 3.9 в 4.8 ЭТ apy) 5.0 5.5 
Belgium . 8.3 8.6 ay 10.8N 12.8 12.4 9.3 7.2N 
Denmark . 18.1 10.2 4.6 7.5 8.1 9.8 6.4 6.1 
Finland 2a 57 3.8 6.0 4.7 6.5 6.4 6.6 
Ireland . 12.6 7.9 6.9 a 7.6 Tes 6.7 6.80 
Netherlands . 20.0 4.7 —1.5 ee. 7.4 8.7 iS 6.99 
Norway Neal 6.6 WS 8.3 Jill 8.8 8.4 8.5 
Sweden 11.0 EF le о 8.7 8.1 6.1 6.1 
Switzerland . а 6.2 ро = 3.4 2.9 a5 3.4 3.6 

Unweighted average of 9 135 ПЕ! 4.1 А 7.0 7.9 6.5 6.80 

Unweighted average of 13 . 11 7.6 4.8 Eo 7.8 8.6 73 7.60 
Сапада. 19.2 8.3 53 Di 3.9 38 1.8 0.60 
United States . Weal 15 12 2.9 Bi) 3.9 25 1.5 


Source: National statistics. For definitions of national indices see Economic Survey of Europe т 1982, р. 32, except for Sweden—where 
the domestic supply price index is an aggregate (made by the secretariat) of the following price series: paper and cardboard; chemical, 
petroleum, rubber and plastic products; non-metallic minerals; basic metals; metal products (other than machinery and equipment). 


Note: O = January-October or October. N = January-November or October + November. 


higher than four years earlier. In North America real wages 
suffered less than in most of western Europe. 


The growth of unit labour costs (for the whole economy) con- 
tinued to decelerate strongly in 1984 (table 2.3.5). In western 
Europe they increased by about 4 per cent (weighted average), 
one third less than in 1983 and almost half the 1982 rate. There 
are, however, large inter-country differences: they actually fell in 
the Netherlands and elsewhere ranged from 1 per cent growth in 
the Federal Republic of Germany and Switzerland to 8 percent in 
Italy. They accelerated slightly only in the United Kingdom and 
Sweden, in the former mostly due to the fast growth of earnings 
per worker, in the latter largely because of falling productivity. 


The deceleration in unit labour costs in 1984 in western 
Europe, as in 1983, was due to a combination of rising productiv- 
ity and decelerating average earnings. However, in 1984 the 
favourable effect of lower earnings growth was generally stronger 
than that of productivity growth except in France, Italy and 
Denmark where productivity growth (for the total economy) 
accelerated strongly: in France this was mainly due to declining 
employment and in the others to strongly accelerating output 
growth. 


Unit labour costs in North America had fallen much more 
strongly than in western Europe during 1983. In 1984 they con- 
tinued to decelerate sharply in Canada (due to rising productivity 
growth) but levelled off at their 1983 growth rate in the United 
States. In the United States this loss of downward momentum 
was due to a significant productivity slowdown combined with 
stable earnings growth. 


The real product wage in 1984 fell in all west European coun- 
tries except the United Kingdom, where it increased by about 2 
per cent due to the acceleration of unit labour costs. Unit labour 
costs also accelerated in Sweden but due to a higher inflation rate 
the real product wage fell although at a slower rate than in 1983. 
In the United States real product wages continued to fall at the 
same rate as in 1983. The general fall in real product wages indi- 
cates the important role played by the moderation of wage costs 
and productivity gains in the improvement of profit margins 
during the 1983-1984 upturn. Real product wages were also 
falling during 1982, but then it was largely due to higher inflation 
rates rather than an easing of labour costs. 


Wage costs are only part of total labour costs. The growth of 
non-wage labour costs*! has been rapid in recent years and they 
now account for almost half of total labour costs in many west 
European countries. Table 2.3.6 shows that the share of non- 
wage costs in total labour costs rose everywhere during the 1971- 
1981 decade: within western Europe it was only in Denmark and 
the United Kingdom that their share was less than one third in 
1981. In Austria, Belgium, France, the Federal Republic of 
Germany, Italy and the Netherlands, non-wage costs were almost 
half of total labour costs. In the United States and Canada the 
share of non-wage labour costs was well below the west European 


41 Non-wage labour costs include employer’s costs for employee ben- 
efits such as paid leave, severance pay, health and life insurance, pension 
and saving plans, social security, unemployment insurance, workers’ 
compensation etc. 
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TABLE 2.3.4 


Annual and quarterly changes in average hourly earnings in manufacturing industry 
(Percentage change over corresponding period of previous year) 


1984 
1982 1983 1984* 01 02 03 04 
тео 15.2 11.2 8.5 10.0 8.3 7.6 
Germany, Federal Republic of® . . . . 4.9 .3.3 IES) 2.9 Е BS) 
Italy* OS бин о. о, И bye! Ws 13.6 23 a 
United Кол оО 11.2 9.0 9.0 9.5 8.1 8.8 
Unweighted averageof4 ...... 12a 9.7 8.0 9.0 7.6 
Weighted averageof4....... What 8.9 US 8.3 6.9 В 
Austria. Soa SANS, № cig en Ctr 6.1 4.5 4.5 5.7 4.8 3.4 
О Жи ee Се 7.4 5.9 4.5 5.4 4.5 4.5 
Denmark". See По пе Е 10.0 6.6 4.5 4.1 5.4 4.5 
Einlands@ в. 10.5 9.6 9.0 9.6 O19 
Ireland’: о grr ne ee 14.4 10.3 10.0 1281 17s Е 
Е оо бо дорово И 72) 1.0 0.7 0.7 etl 
INGrway De) fee ee Oe ee 10.2 8.4 8.0 125 7.8 9.0* 
Зее Ae т а. о 7.9 7.0 shi 6.4 9.7 
Switzerland eee en a 5.9 Sil 2.0 ян 1.6 1.6 
Unweighted averageof9 ...... 8.8 6.6 55 5.6 58) 
Weighted averageof9 ....... 7.9 5.8 5.0 4.5 4.8 
Unweighted averageofl3...... 9.9 TS) 6.5 6.7 6.4 
Weighted averageofl3. ...... 10.5 8.3 7.0 755) 6.5 
(Canad a о Г 11.8 3.5k 5.0 3.8 6.1 5.9 
UnitediStatess о око ое ome: 6.3 4.0 4.0 4.1 4.0 3.8 


Source: National statistics, and OECD, Main Economic Indi- 
cators, Paris. 


4Wage rates. Quarterly data, referring to the beginning of 
January, April, July and October respectively. Annual figures are 
obtained by averaging the five observations from January of one 
year to January of the following year. 

> Quarterly data, referring to January, April, July and October. 

© Wage rates. 

d Weekly earnings of all employees, Great Britain. 


€Industry, adult male workers. 
fIncluding mining. 


Quarterly data referring to March, June, September and 
December. 


h Males ony. 
iSeries currently under revision. 


JData refer to workers who had accidents during the relevant 
period. 


kK OECD estimate. 


TABLE 2.3.5 


Growth of unit labour costs’ and real product заре? for the whole economy 
(Percentage change over previous year) 


Unit labour costs Real product wages 


1982 1983 1984¢ 1982 1983 1984 
France . о 1727) 8.7 4.5 = 0.2 =. 25 
Germany, Federal Republic of 3 (т 1.0 У 24 —0.8 
ПЕЛИ Бе о a WS) 16.5 8.0 — 0.5 1.3 = 
United Kingdom . 4.7 4.5 5.0 =). —0.6 al 
Unweighted average of 4 9.4 7.6 4.5 Silo) = (85 —0.9 
Weighted average of 4 . 8.3 6.3 4.0 180) — 0.8 —0.9 
Austria. 3.8 Qe), 3.0 = = 1.3 
Belgium 5.0 4.9 а =2.0 AN) he 
Denmark . 9.2 Spl 355) —].9 hp) = 
Finland 8.1 qh 7.0 —0.9 —1.8 —(05 
Ireland . 11.6 esl 55) —3.2 =) DAS) 
Netherlands. 4.5 0.4 = 15} SS) = 115) 541. 
Norway 10.4 5.0 7 0.5 —2.0 an 
Sweden 4.9 5.4 6.0 —3.4 Л NS 
Switzerland . 8.6 She) 1.0 52 0.6 1.9 
Unweighted average of 9 ies) 4.6 9.5% =I) —1.8 = 5 
Weighted average of 9 . 6.3 3.9 эх ibe 3} 210% 
Unweighted average of 13 . 8.0 515 4.0* —1.4 1.5 —7 0). 
Weighted average of 13. 7.8 5:7 4.0* 10 =i) =o 
Canada. 12.4 Ded 1.0 Lg 3.1 
United States WS) Drill 2.5 1.8 И] =1,2 


И тии 


Source: National statistics 


4Compensation of employees per unit of real GDP or GNP 


b Growth of unit labour costs for the whole economy deflated by the GDP deflator 


¢ Preliminary figures and secretariat estimates rounded to the nearest 0 5 percentage point 
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CHART 2.3.1. 


Indices of nominal and real? earnings in 1984 in west European 
and North American manufacturing industry 


(1980 = 100) 


Real 


Nominal [быым 


Per cent 
190 


180 


170 


160 


100 


90 


UK т F SF US AGFRCH С N В $ DK:IRL NL 


Source: As for tables 2.3.4. and 2.3.10. 


a Real earnings are estimated by deflating nominal 
earnings by the consumer price index. 


TABLE 2.3.6 average. (By far the lowest share of the non-wage element, 
among the developed market economies, was in Japan where in 


Share of non-wage labour costs in total labour costs in manufacturing, 1981 it was only 16 per cent.) 


1971-1981 
( Percentages) 


1971 1981 

(c) Final output prices 
AUIS о eee i ee en ee ee AS. 47.1 | Е 
м ee ee aa 44.4 Final output prices (table 2.3.7) generally rose faster in 1984 
Denne. - <n « oes ne и sas 20.6 than in 1983. They decelerated further only in France, Italy and 
inlandegr a ee en eee ee eee een 36.7 Sweden, which nevertheless had the highest growth rates in 1984. 
Hran ces оо se ee В 0] 44.4 The smallest increases were in the United States (2.1 per cent), 
names Rederal/Republic of 9a) 1 gas ae re ne the Federai Republic of Germany and Switzerland (around 3 per 
а. И ве РИ | 40.8 43.8 een 
Norway от See Ae ee PGS 33.0 The increase in output prices was higher than that for input 
о aaa eee 40.1 prices only in Sweden, Canada and Finland (by around 1.5 points 
United Kingdom™ ее 14 27.0 in each case). Elsewhere input prices rose more than final output 
Canad ay 17, ines bens key ah ce et ake 0 2255 prices, the largest differences being in Belgium (8 points) and 
ме ао 1 cnnnnn nner Piles 27.0 


France (5.5 points). These differences between input and output 

Е prices imply that if unit labour costs В: 5 2 
Source: Based on inforation in: Swedish Employers’ Confederation, Wages and total Г я Py ~ a к о. had Mt strongly moderated 

labour costs for workers—International Survey 1971-1981, Stockholm 1984 during 1984, profit Margins would have been severely squeezed 
4Great Britain. in many of the countries of the region. 


TABLE 2.3.7 


Changes in final output prices of manufacturing industry 


(Percentage change over corresponding period of previous year) 


| 1984 
1981 1982 1983 1984а 01 02 03 04а 
п ee IUD Fest TUODIAD GP Аба ay 
асе 12.8 11.5 
Ми : 5 8.9 7.6 8. 
Germany, Federal Republic of 6.0 4.8 1.5) 2.8 3) ; ao Ws ie 
Italy . ох 163 148 8 10. 
; - ь Е 10.19 10.7 10.7 9.5 8.60 
United Kingdom я ый 95 7.8 5.4 6.1 6.0 6.3 6.1 6.2 
Unweighted average of 4 . 11.1 9.7 6.9 о ТИ 7.0 6.3 6.10 
Se 8.1 3.1 0.6 3.8 3.6 4.8 3.6 3.3N 
elgium 6.6 6.9 32 3.6N 3.4 3.9 3.4 3.50 
Denmark : 13.3 10.6 5.9 7.5 8.3 9.9 (HR, sys! 
Finland 10.8 6.9 6.2 7.0 6.1 el 7.4 VD 
Ireland . 16.7 11.9 6.5 7.70 7.8 8.3 ИО 6.90 
Netherlands . 9.2 6.6 1.8 4.30 4.4 4.8 3.9 4.10 
Norway 9.9 7.0 5.6 6.2 6.3 6.9 6.7 6.9 
Sweden 10.0 12.0 11.0 8.9 9.4 9.7 8.4 7.9 
Switzerland . eee 5.6 Sei 11 3.0 2.9 9:3 2.9 Dei 
Unweighted average of 9 10.0 7.6 4.7 5.90 5.8 6.5 5.6 5.30 
Unweighted average of 13. 10.4 8.3 5.4 6.20 6.2 6.7 5.8 5.60 
Сапада. 10.2 6.0 35 4.1N 4.5 4.2 3.8 3.9N 
United States . of 4.0 1.6 7). || 2.4 ILS) 1.9 17 


————— 


Sources: National statistics. For definitions of national indices see Economic Survey of Europe in 1982, p. 33, except for the United 


States—Producer price index; Total finished goods. 


40 = January-October or October. М = January-November or October + November. 


TABLE 2.3.8 


Growth of profit margins in manufacturing industry,? 1982-1984 
(Percentage change over corresponding period of previous year) 


1984 

1982 1983 1984 01 02 03 
Finland 14.2 BE 15 18.9 9.0 18.1 
France . ee eee 9 25.4 18.2 1 2.6 —6.4 Wil 
Germany, Federal Republic of 4.5 16.0 5 13.9 = 4.9 
Italy . 18.3 21.4 15 Wo 16.3 Se) 
Sweden on ПР 43.7 56 69.4 59.9 38.4 
United Kingdom . 20.0 1.0 —8 —4.5 = 911.8 
Canada. SIMO, ah 32 32 29.0 35.1 
United States . 18.7 30.6 9 16.9 4.2 4.3 


Sources: See Appendix to this section. 


4 Operating surplus per unit of gross output 


b Average of first three quarters rounded to the nearest whole number. 


(d) Profit margins 


Profit margins (profits per unit of manufacturing gross output), 
which were squeezed during most of the period between 1973 
and 1981, recovered strongly in 1982 in most west European 
countries, and continued to improve in the United States.4? This 
recovery in margins accelerated strongly in 1983 and continued, 
but at a less rapid pace in 1984 (table 2.3.8). 


The recovery of margins in 1982 was due to the weakening of 
both unit labour costs and the prices of materials inputs. In 1983, 
despite a significant slowdown in the growth of final output 
prices, profit margins rose strongly because ofa further decline т 
the growth of input prices and of unit labour costs. It was only in 
the United Kingdom and, to a much lesser extent, in France that 


42 Long-term movements (1960-1983) in profit margins are studied in 
section 2.3(ii)(g). The methodology used here for estimating profit 
margins is described in this section. 


profit margins were under pressure in 1983. However, profit 
shares (the share of operating surplus in value added) and total 
profits in the United Kingdom manufacturing sector increased 
significantly during 1983 due to a large increase in output. 


In 1984 the growth of profit margins decelerated everywhere 
except in Sweden and Canada.*? Such a deceleration is normal 
given the high growth rates in 1983 and the fact that the cyclical 
recovery was moving into its second year. Another factor was the 
appreciation of the US dollar vis-a-vis the European currencies 
which led to higher input prices during 1984. In Sweden the 
faster growth of profit margins in 1984 was due to the large differ- 
ence between output and input prices—more than 1.5 points 
(tables 2.3.3 and 2.3.7)—and the absence of any rise in unit labour 
costs in manufacturing (mainly due to strong productivity 


43 Data on margins are not available for Canada in 1983 due to a break 
in the earnings series but, given a significant improvement in productiv- 
ity, margins are likely to have recovered from their decline in 1982. 
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CHART 2.3.2. 


Percentage distribution of the contribution of domestic costs and import prices 
to the total rise in final output prices? 1980 — 1984 


(Percentages) 
Total rise 
NETHERLANDS 1p Paice 
Import prices Е! 1980 8.59 
Domestic costs и ligne | 1981 8.47 
1982 4.38 
1983 1.34 
1984 4.34 
Total rise 
AUSTRIA in prices 
1980 6.31 1980 12.31 
1981 7.46 1981 9.89 
1982 5.24 1982 9.98 
1983 2.48 1983 10.44 
1984 4.26 1984 7.09 
FINLAND SWITZERLAND 
1980 11.73 1980 5.21 
1981 11.53 1981 6.41 
1982 ae 7.81 1982 5.20 
1983 8.66 1983 2.18 
1984 6.70 1984 3.01 
FRANCE UNITED KINGDOM* 
1980 13.00 1980 ae 17.61 
1981 12.82 1981 ae 10.96 
1982 11.87 1982 eee 7.15 
1983 9.10 1983 Rees 5.73 
1984 7.62 1984 ый 4.63 
GERMANY, Fed. Rep. of UNITED $ТАТЕ$ С 
1980 6.12 1980 | мм 10.02 
1981 5.49 1981 8.91 
1982 4.13 1982 4.97 
1983 2:32 1983 Г 3.26 
1984 Ea 2.64 1984 Е 3.59 
—20 0 20 40 60 80 100 120 =56 0 50 40 60 80 100 120 
Е inal output price growth = 100 —J tinal ou tput price growth = 100 —4 


Source: National statistics. 


a Market prices of home produced and imported goods and services available for private and public consumption, investment 
and export (i.e. the implicit deflator of total final expenditure). 

b |псотез from employment plus gross profits and other trading income and usually self-employment income;(before provision 
for depreciation)plus net taxes on expenditure per unit of final expenditure. 

c January-September 1984 over January-September 1983. 


The conditions of supply 47 


gains).* The same factors were behind the faster growth of 
margins in Canada in 1984, 


Profit margins were badly affected during the second quarter 
of 1984 by output losses in the Federal Republic of Germany (the 
seven-week metal workers’ strike) and price freezes in France. In 
the United Kingdom margins declined in the first three quarters 
of 1984 due to a sharp deceleration in productivity growth, stable 
earnings growth and a narrowing of the input-output price dif- 
ferential.45 


In the United States profit margins also rose less in 1984 than in 
1983; however, while in western Europe this was partly due to the 
effect of dollar appreciation on input prices, in the United States 
it was almost entirely due to a sharp fall in productivity growth. 


Despite the general slowdown in margins, profit shares 
increased during 1984, in some countries more than in 1983 due 
to faster output growth. The extreme case was Italy where 
although the increase of profit margins in 1984 was one third less 
than in 1983, profit shares grew by almost 20 per cent (5 points 
higher than in 1983). Profit shares also grew faster than in 1983 in 
Finland, France and Canada. In the United States there was a 
sharp slowdown in the improvement of profit shares in 1984, but 
total profits still increased faster than in many west European 
countries due to the much better growth of output. 


(e) Cost components of inflation 


As shown above, the increase in domestic costs and prices 
weakened in 1984 in both western Europe and the United States. 
Unit labour costs continued to decelerate except in Finland, 
Sweden and the United Kingdom (table 2.3.5). Profit margins, 
which had improved markedly in most countries in 1983, con- 
tinued to grow in 1984, although in general at a slower rate (table 
2.3.8). The relatively weaker growth of domestic costs, however, 
was accompanied in western Europe by rising import prices in 
national currencies. Thus, while the lower pressure from dom- 
estic costs (especially wages) accounted for a large proportion 
of the fall in the overall rate of inflation, import prices con- 
tinued to provide a significant offset to this improvement, 
because of changes in exchange rates. In the United States, 
however, domestic cost pressures were accompanied by lower 
import prices. 


Some idea of the relative importance of domestic costs and 
import prices can be obtained by breaking down the rise in the 
price of total final expenditure into these two separate com- 
ponents: this is shown in chart 2.3.2. 


The contribution of domestic costs, namely the sum of unit 
wage costs, other factor incomes and net taxes on expenditure, 
declined in all countries in 1984 except Finland and Sweden. 
Nevertheless, the domestic cost component still accounted for 
more than 80 per cent of the rise in prices in France, more than 70 
per cent in Austria and more than 60 per cent in the Federal 
Republic of Germany, Switzerland and the United Kingdom. It 


44 Unit labour costs for the Swedish economy as a whole increased by 
6 per cent in 1984. This contrast with the manufacturing sector appears to 
be due to the various supports to employment which are concentrated 
mainly in the public sector. 

45 “During 1984 cost pressures in the United Kingdom increased 
largely due to a 3 per cent earnings drift reflecting increases over time, 
concentrated in the latter part of 1983 ... and sterling’s depreciation which 
contributed to a9 per cent rise in manufacturing inputs. ... Some of these 
cost rises have been absorbed in profit margins in expectation of some 
recovery in the exchange rate which would reduce the sterling cost of 
inputs from abroad. At the same time, however, manufacturers took 
advantage of sterling’s depreciation to increase their profit margins on 
exports sales.”: Bank of England, Quarterly Bulletin, London, December 
1984. 


was only in the Netherlands that domestic costs accounted for 
less than half of the inflation rate. In the United States, however, 
the domestic contribution was higher than the inflation rate 
itself, as import prices pulled down the inflation rate. 


Table 2.3.9 disaggregates the contribution of imports to the 
rise in prices into its dollar price and exchange rate components. 
For the fourth year running the change in the dollar price of 
imports fell significantly for all the west European countries in 
1984, mainly because of the drop in prices for oil and non-oil 
commodities. The favourable effect of lower dollar prices, 
however, was largely offset by the continuing appreciation of the 
US dollar. In the Federal Republic of Germany, the Netherlands 
and Switzerland, the contribution of exchange rate depreciation 
to the increase in final output prices was significantly larger than 
that of all the domestic components. Hence, as table 2.3.9 indi- 
cates, in the absence of exchange rate changes, the rise of final 
output prices in five of the west European countries included in 


the table would have been significantly lower than in the United 
States. 


The breakdown of the rise in the total final expenditure price 
into its components is essentially an accounting exercise which 
cannot itself say anything about the causes of inflation. However, 
the relative importance of the various factors suggested by this 
breakdown is supported by the results of a more econometric 
approach. A previous issue of this Survey contained an analysis 
in which year-to-year changes in consumer prices, for a pooled 
time-series, cross-section sample of 13 west European countries, 
were related to changes in consumer prices in the previous year (a 
proxy for the wage-price spiral), import prices (exchange rate and 
dollar price components), М1 money stock (as a proxy for 
demand pressure) and output relative to its trend (as a measure of 
the rate of capacity utilization).4° The results obtained from this 
equation when it was refitted to the data up to 1983 indicates the 
following: the equation predicts a price change of 6.2 per cent in 
1984 which is virtually the same as the actual outcome, with 
about 70 per cent of the total change in consumer prices due to 
the weakening of the wage-price spiral in the previous period, 
16 per cent due to stronger demand, and the remainder (about 
14 per cent) due to higher import prices in national currencies. 
There was virtually no rise in prices attributable to the level of 
capacity utilization. Dividing the contribution of import prices 
into the exchange rate and dollar import price components, 
exchange rates alone contributed 1.5 points to the total price 
change (i.e. about 25 per cent) while import prices in dollars 
pulled down the rise in consumer prices by 0.7 points (or about 
|| per cent). Comparing 1984 with 1983, the rate of change of 
prices was nearly 1 percentage point less in 1984 for the weighted 
average of the 13 west European countries. According to the 
estimating equation, this deceleration was due mainly to the 
impact of steadily diminishing inflation in the previous year and 
slower growth in the money stock. However, import costs con- 
tributed more strongly to the increase in consumer prices in 1984 
than in 1983. 


(f) Consumer prices 


Consumer price inflation continued to fall during 1984 and 
reached its lowest rate since 1971. The weighted average rate of 
increase for western Europe fell from 7 per cent in 1983 to 6 per 
cent in 1984 (table 2.3.10). In the United States the inflation rate, 
which has fallen much faster than in western Europe since the 
second oil shock and which in 1983 was at its lowest since 1968, 


46 Economic Survey of Europe т 1981, United Nations, New York, 1982, 
pp. 40-43. 
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TABLE 2.3.9 


Contribution of import prices to the rise in final output prices, 1980-1984 
(Percentage change over previous year) 


of which due to: 


of which: 
Rise Import 
in final prices in Import prices Change in 
output national in US exchange 
prices# currency dollars rate 
Austria 
1980. 6.31 2.58 3.58 —1.00 
1981. 7.46 2.96 5.05 6.01 
1982. 5.24 0.56 —1.46 2.01 
1983. 2.48 — 0.15 =1 50 1.41 
1984. 4.26 1.11 =1.50 2.61 
Finland 
1980. 173 4.61 5.82 =. 
1981. 11.53 3.03 —0.81 3.83 
1982. 7.81 0.90 —1.74 2.64 
1983. 8.66 ipl —1.65 3.36 
1984. 6.70 0.93 —0.56 1.50 
Егапсе 
1980. 13.00 DSN 3.04 -0.14 
1981. 12.82 2.98 ALCS) 4.81 
1982. 11.87 1.83 —1.84 3.68 
1983. 9.10 1.21 —1.66 2.87 
1984 . 7.62 1.39 —0.96 2.34 
Germany, Federal Republic of 
1980 . 6.12 2.58 2.78 0120 
1981. 5.49 7227) —2.63 4.86 
1982. 4.13 0.53 11,118} 1.66 
1983 . 232 = (010 —1129 1.18 
1984 . 2.64 1.02 —1 15 Dale), 
Netherlands 
1980. 8.59 4.81 S25) 0'54 
1981. 8.47 4.98 —3.07 8.06 
1982. 4.38 0.44 —1.90 2.34 
1983. 1.34 0.10 22.5 225 
1984. 4.34 2.55 —1.16 3.70 
Sweden 
1980. 12.31 3:39 Biko 0:37 
1981. 9.89 2.74 —1.68 4.42 
1982. 9.98 27 = 1.85 a2 
1983. 10.44 3.35 S170) 5.05 
1984 . 7.09 1.02 —1.60 1.63 
Switzerland 
1980. 5:21 3.32 3.09 0.23 
1981. 6.41 1.36 —3.06 4.42 
1982. 5.20 —0.16 —1.06 0.90 
1983. 2.18 = —0.85 0.85 
1984 . 3.01 1.05 —1.50 2.56 
United Kingdom 
1980 . 17.61 2.14 4.44 = 2230 
1981. 10.96 1.67 НИ 2.78 
1982. Tas 1.47 =1es) 2.82 
1983. 5.73 1.62 —1.20 2.83 
19845 4.63 1.62 —0.19 1.81 
United States 
1980 . 10.02 1.76 1.76 — 
1981. 8.91 0.16 0.16 = 
1982 . 4.97 —Orsil = 0:51 = 
1983. 3.26 — 0127 —0.27 = 
1984> 3.59 —0.17 = = 


eo EeeeSeSSSSSSSMMSSsseFe 


Source: National statistics and IMF, International Financial Statistics, Washington, D.C 
а Market prices of home produced and imported goods and services available for private 
and public consumption, investment and export (i.e. the implicit deflator of total final 


expenditure) 


Ь January-September 1984 over January-September 1983 


increased from 3.2 per cent in 1983 to 4.3 per cent in 1984. 
Despite the further strengthening of the dollar vis-a-vis the Euro- 
pean currencies, the difference between the rates in western 
Europe and the United States narrowed. 


The annual inflation rate fell in all west European countries 
except Austria, where there was a sharp acceleration, the Nether- 
lands, Switzerland and the United Kingdom. The acceleration in 
Austria is due to increases in value added tax, higher public 
charges and tariffs, and a large devaluation of the schilling against 
the dollar. Inter-country differences in the rates of inflation 
narrowed significantly in 1984.47 The largest decelerations were 
in Italy, the Federal Republic of Germany, and Norway, where 
inflation rates were one fourth less than in 1983. 


In 1984 much of the deceleration in the rate of inflation 
occurred in the second half of the year. During the first quarter 
the stickiness in the consumer price index was almost entirely 
due to retail food prices which increased twice as much as the 
overall rise in consumer prices. Retail energy prices also гесоу- 
ered somewhat and this pattern continued into the second quar- 
ter. Beginning in June, the general weakening in commodity 
prices, which had started in May, began to feed through to retail 
prices. In addition, the moderation in unit labour costs, which 
had already been exerting downward pressure on prices for 
several quarters, gained further momentum. During the third 
quarter there was a general, and in some countries a very strong, 
price deceleration which continued until the end of the year. 


At the beginning of the present upswing there was general 
concern that strengthening demand would revitalize inflation. 
However, while the present upswing has raised labour productiv- 
ity and profit margins, wage moderation has continued, and this 
has further reduced the rise in unit labour costs and prices. 
Furthermore, the present upswing has not greatly strengthened 
the demand for primary commodities. 


Inflation rates in 1985 are likely to remain at the relatively low 
rates achieved in the second half of 1984: domestic and inter- 
national cost pressures are not expected to change very much and 
in several countries governments are trying to improve the 
situation still further with specific measures to contain prices and 
incomes. They are doing so at a time when labour markets are 
still very weak and recent wage settlements have shown con- 
tinuing restraint. In most countries automatic indexation of 
wages has been abandoned and in the rest is being modified so as 
to support the governments’ lower inflation targets (Italy, for 
example). Unions are also more easily and frequently agreeing 
than in the past to ease their demands for wage increases and 
other benefits; in some countries they have settled for increases 
in take-home pay via lower income taxes (for example, in 
France). 


There has been a marked recovery in profit margins but they 
are still far from being an element of inflationary pressure. The 
recent improvement of margins has been mainly due to moder- 
ation in the costs of production rather than accelerating prices. 
Since in most countries these costs may continue to moderate in 
1985, profit margins may widen further without any inflationary 
risk. Given this easing of domestic inflationary pressures and 
little likelihood of supply shortages in world commodity markets, 
the downward trend of inflation rates should continue in 1985. 


47 The standard deviation of the average west European rate of 
consumer price inflation shown in table 2.3.10 fell from 3.5 points in the 
third quarter of 1983 to 2.3 points in the third quarter of 1984. 
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TABLE 2.3.10 


Annual and quarterly changes in consumer prices 
(Percentage change over corresponding period of previous year) 


у 1984 
1982 1983 1984а 01 02 03 04 
И Я Е Е 
France . eee 11.8 9.6 7.4 
иск. : : ; 8.8 : 
Germany, Federal Republic of Sys) 3:3 2.4 2.9 : : В a 
Italy . i 16.5 14.7 108 
; a ; р 12.1 11.4 10.5 9.4 
United Kingdom . 8.6 4.6 5.0 5.2 Salk 4.7 4.8 
Total of 4 
Unweighted average. 10.5 8.0 6.4 Ue? 6.8 6.1 5.8 
Weighted average. 9.8 7.4 5.8 6.7 6.2 6 53 
Austria. 5.4 3,33 5.6 5 6.0 5 ee 
Belgium 8.7 Til 6.3 7.0 Wel 5.8 555) 
Denmark : 10.1 6.9 6.3 6.3 6.6 6.4 5.8 
Finland 9.6 8.3 Teil 8.2 7.3 6.6 6.3 
Ireland# Nae 10.4 8.6 10.2 Dil 8.0 6.7 
Netherlands . 5.9 2.8 3.3 3.6 3.8 2.9 229 
Norway 11.3 8.4 6.2 6.5 6.5 6.1 6.0 
Sweden 8.6 9.0 8.0 8.3 8.6 7.6 7.6 
Switzerland . 5.6 3.0 3.0 2.9 2.9 2.8 3.0 
Total of 9 
Unweighted average. О 6.6 6.1 6.5 6.5 5.8 51:5) 
Weighted average. 7.9 5.9 323) 5.8 a 9:2 5.0 
Total of 13 
Unweighted average. 9.6 Tal 6.2 6.7 6.6 5.9 5.6 
Weighted average. 9.3 7.0 5.8 6.5 6.2 5.4 5:7 
Сапада. 10.8 5.8 4.4 52 4.6 3.9 97 
United States . 6.1 ay 4.3 4.5 4.3 4.2 4.1 


Source: National statistics. 


4February, May, August, November and averages thereof. 


Profit margins in manufacturing industry, 1960-1983 


This note examines the behaviour of profit margins (profits per 
unit of gross output) with emphasis on the periods before and 
after 1973. The different effects on margins of the two oil shocks 
of the 1970s are brought out in the data, as are the contrasting 
developments in western Europe and the United States. 


The measure of profit margins used here is based on the 
elementary accounting identity which makes the value of gross 
output equal to the sum of the wage bill, total material input costs 
and gross operating surplus. This identity allows the change in 
profit margins to be derived as a residual from changes in other 
unit costs and final prices, given that the shares of the various 
components in total gross output are available. Although it is not 
without problems‘ the method provides a relatively easy way of 
establishing changes in profit margins and, in conjunction with 
additional data on output, changes in total profits. The method is 
also useful for short-run analysis of profits: it is based on price 
and wage data which are generally more widely available on a 
quarterly basis than are national accounts, and even where the 
latter are available they usually appear with a longer time lag than 
the series on prices and wages. Morever, quarterly national 
accounts are typically subject to large revisions and so it is useful 
to have an alternative estimate of changes in such sensitive 
variables as profits and profit margins. 


The basic series for unit costs of production (material inputs 
and labour), final output prices and profit margins are shown in 
chart 2.3.3. As regards the trends in profit margins, there are two 
main differences between the period before the first oil shock 
(1960-1972) and the period following it (1973-1983). 


48 The methodology is discussed in the Appendix to this note. 


First, the average level of profit margins was in general higher 
during the pre-1973 period than in the post-1973 period. Despite 
the general and strong improvement of margins in 1982 and 1983, 
their levels generally remained well below those of the early 
1970s. The exceptions are Finland, France, and the United 
States, where they quickly resumed an upward trend after the 
first recession. 


Second, before 1973 profit margins in most countries had 
followed closely price and cost changes, but after 1973 margins 
tended to fluctuate strongly and to diverge widely from move- 
ments in prices and costs. 


These differences between the pre- and post-1973 periods help 
to explain the lower rates of profitability in the period following 
the first oil Воск. During the 1960s and the early 1970s manu- 
facturing output increased steadily (with a brief exception in the 
late 1960s), accompanied by slowly but steadily growing profit 
margins. Total profits and profit shares increased during this 
period. After 1973, however, lower profit margins combined with 
weak or falling output reduced total profits and profit shares to 
unprecedented levels. 


After 1973 there have been two recessions, differing in dur- 
ation and other characteristics. Profits and profitability declined 
during both recessions: however, their rates of fall and the factors 
behind them were different. 


The first recession can be described as a period of high unit 


costs of production. Raw material prices (oil and non-oil) 


49 While the growth rates of profit shares and rates of return are in 
general strongly correlated and profit shares therefore can be used as a 
proxy for profitability, profit margins and profit shares are not necessarily 
related, because the profit share is an aggregate measure while the margin 
is a unit measure. 
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CHART 2.3.3. 


Patterns of annual change in profit margins, output prices and unit production costs 
in manufacturing industry, 1960-1983 
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increased sharply. Unit labour costs reached unprecedented 
levels due to falling output combined with wage rigidity and rela- 
tively stable employment. These sharp increases in the unit costs 
of production reduced profit margins despite accelerating final 
output prices. In turn, falling profit margins (in some cases finan- 
cial losses) combined with lower production levels caused profit 
shares to shrink acutely. Despite its severity, the first recession 


inflationary pressure. Аза result, profit margins in these coun- 
tries in 1983 were at their highest level since 1970: in France they 
were almost three times higher and in Finland they were more 
than double. In contrast, profit margins in the Federal Republic 


of Germany in 1983 were half of their 1970 levels and in the 
Netherlands about one tenth. 


was rather short: in general (except in the Nordic countries which mt me United states inflation Aes Beer orale Guess ИНО 
lagged behind the rest of Europe) it ran from the second quarter т с же ТЫ but, ae ntrary to the west 
of 1974 to the second quarter of 1975. European and Canadian experience, input prices also accelerated 


at a much slower pace, which was partly due to the strong dollar 
during most of the period. Moreover, almost all of this rise in 
input prices was passed on to the general price level without a 
reduction in profit margins. In addition, unit labour costs rose 


The recession following the second oil shock was much longer, 
lasting for almost three years. A severe squeeze on profit 
margins, such as occurred during the first recession, was avoided 
in North America and in most west European countries thanks to  1ез5 than final output prices, which provided further scope for 
weaker prices for non-oil materials (there was even a sharp fall in higher margins. Thus, while the squeeze on profit margins was a 
1982) and some deceleration in unit labour costs. The length of universal phenomenon during the first recession, it was not so 
the second recession and the weakness of demand had cumulat- during the second. 
ive effects on production and capacity utilization and thus on 
profits and profitability. Nevertheless, profit shares fell less than 
in the first recession thanks to the relatively better performance 
of profit margins. This may be seen in table 2.3.11 where the 
trough levels of profit shares are given. Out of ten countries, in 
only two did profit shares in the second recession fall below their 
lowest level in the first: in France profit shares fell more or less 
continuously from 1974 and in the Federal Republic of Germany 
the underlying long-run decline*® continued between the two 
recessions. In the United States profit shares in the two re- 
cessions were almost the same. 


Another difference between the two recessions was that profit 
margins started to recover only at the end of the first recession 
while they recovered strongly well before the end of the second. 
Moreover, at the end of the first recession the recovery in 
margins was accompanied by rising output and so profit shares 
also improved. However, during the second recession the recov- 
ery in profit margins was not accompanied by output growth and 
so they did not translate into higher profitability. In fact, while 
profit margins, which reached their lowest levels in 1981 in most 
of western Europe, recovered strongly in 1982, profit shares were 
still stagnating or falling (except in the Federal Republic of 
Germany, Italy and Sweden) due to weak demand and output. In 
1983 profit margins tended to increase further but in some coun- 
tries at a slower pace than in 1982. Profit shares, however, gen- 
erally recovered in 1983 except in Italy and in France. These 


TABLE 2.3.11 


Comparison of trough levels of profit shares during the two recessions 


of the post-1973 period recent developments in profit margins are examined in more 
(Per cent of value added) detail above (2.3(ii)(d)). 
First recession Second recession 
APPENDIX 
Берта sae fe Se 21.4 (1974) 23.5 (1979) 
ire ae a eh p43 (1982) The estimation of changes in profit margins from cost and price data 
PIanCewy oy eyes - om Be eae 32.4 (1975) 29.7 (1982) 
vi eae oa ae ae ee na The derivation of the growth rate of profit margins in manufac- 
нае . . ‘ | 37.7 (1975) no trough turing industry from the definition of gross output is as follows: 
INGKWAY ewes Go seb edd a3 23.7 (1978) 26.1 (1982) 
S Wieder wane late све xaahe 14.5 (1977) 20.6 (1981) GO = Gross output (in current prices) 
United Kingdom. . . . . . 17.3 (1975) 20.0 (1980) I = Total expenditure on material inputs 
Опа о о. 30.2 (1977) 31.9 (1982) р = Gross operating surplus 
[С о в се а 22.4 (1974) 21.8 (1980) WS = Compensation of employees 
pp = Change in final output prices 
anon ke НЫЕ pi = Change in material input prices (proxy for changes in 
Profit margins did not fall during the second recession as unit material input costs) 
severely as in the first. During the first there were three coun- pm = Change in profit margins (profits per unit of gross 
tries, namely Denmark, Italy and Canada, where heavy financial output) 
losses (i.e. negative profit margins) were recorded. During the q = Change in gross output (in constant prices) 
second recession it was only in the Federal Republic of Germany ULC = Change in unit labour costs 
and the Netherlands that profit margins were lower than during Dots over a variable signify growth rates 
the first recession. In these two countries the recovery of margins 
between the two recessions was not strong and at the same time (CLO 1h 28 (OSS VAS al) 
they had the lowest inflation rates. Hence the increase in input 
prices was largely at the expense of wages and profit margins. and | | | | 
GO = (1/GO) I + (P/GO) P + (WS/GO) WS =) 


In Finland and France profit margins were not squeezed 
during the second recession. While in Finland margins | 
hat stabilized, in France they increased and added to the that is, 
nines pp + q =(1/GO)(pi + а) + (P/GO)(pm + а) 
+ (WS/GO)(ULC + а) 
= g (I/GO + P/GO + WS/GO) + (1/GO)pi 


50 See Economic Survey of Europe in 1983 for a discussion of long-term + (P/GO)pm + (WS/GO)ULC 


falling trends in profit shares. 
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Since 
1/GO + P/GO + WS/GO = 1 


рр = (I/GO)pi + (P/GO)pm + (WS/GO)ULC 


ang _— pp — ((/GO)pi + (WS/GO)ULC) 


(P/GO) 


ae ...(3) 


Apart from the weights (i.e. ИСО, WS/GO and P/GO), all 
variables in equation (3) are readily available on a quarterly basis. 
However, the data to construct the weights are available, in most 
cases, only from the national accounts on an annual basis, and 
usually with a publication lag of one year or more. 


Obtaining a plausible set of weights for equation (3) required 
the construction of comparable time series on gross output, total 
material input expenditure, total wage bill, and profits. This was 
a complicated exercise insofar as the industrial census and na- 
tional accounts data often differ considerably. National accounts 
were used for value added (compensation of employees plus 
operating surplus). Material input expenditures, when not avail- 
able directly from the national accounts, were estimated on the 
basis of the share of value added in gross output in the industrial 
censuses if value added according to both sources was more or 
less identical or differed only because of the incomplete coverage 
of enterprises in the industrial censuses.°! The price series for 
inputs and final output are those regularly published in this 
Survey (see tables 2.3.3 and 2.3.7 above). 


Austria, Belgium, Ireland, Switzerland, Norway and the 
United Kingdom are excluded from the estimates because of lack 
of data (or lack of consistent data). For Austria and Switzerland 
value added data and for Ireland and Belgium gross output data 
are not available. For the United Kingdom the problem is that 
there are two value added series (national accounts and census of 
production, both at factor cost) which give very different figures 
for operating surplus (e.g. profit shares in 1975 were 19 per cent 
according to the national accounts and 34 per cent according to 
the production census). This is not a problem exclusive to the 
United Kingdom. However, for other countries gross output and 
input expenditures were available in the national accounts, 
whereas in the United Kingdom the only source for these aggre- 
gates is the production census. 


(iii) Employment and unemployment 
(a) Current developments 


In 1984 changes in the labour markets of the market economies 
in the ECE region were relatively favourable. Employment rose 
substantially and unemployment declined for the first time since 
1979. Although after the sharp drop in 1982 employment had 
already shown some signs of recovery in 1983, the increase was 
only marginal. The rise was much more marked between 1983 
and 1984: the number of jobs rose by close to 4.8 million (2 per 
cent), a number well in excess of the estimated increase of the 
labour force of about 3.0 million. Asa result, the annual average 
number of unemployed fell, by about 1.8 million (or 9 per cent) 
between 1983 and 1984. These improvements, however, reflect 
principally the favourable developments in North America and 
conceal a continuing stagnation in western Europe. 


>! Gross output, operating surplus and compensation of employees are 
mainly taken from the national accounts. However, for Italy use was 
made of United Nations, Yearbook of Industrial Statistics (various issues), 
New York, and other national publications on industrial statistics. For 
the United States, figures on gross output were taken from E. R. Berndt, 
B. C. Field (eds.), Modeling and Measuring Natural Resource Substitution, 
Cambridge, Massachusetts (MIT), 1981. 


Labour markets in 1984 thus continued to be marked, as in 
1983, by the contrast between rapid recovery in North America, 
especially in the United States, and the absence of clear signs of 
improvement in western Europe. Data for 1984 confirm the 
emergence, already noted in 1983, of different patterns in the two 
regions: a rapid expansion of employment and large reductions 
in unemployment in North America and the persistence of 
serious employment and unemployment problems in western 
Europe. 


Between 1983 and 1984 employment in North America, in 
terms of annual changes, is estimated to have increased by more 
than 4 per cent. The average annual number of unemployed, 
which had reached its highest level of the recession in 1983, was 
reduced by one fifth. The unemployment rate, also in terms of 
annual averages, declined by two percentage points to about 7.2 
per cent.*? The differences between North America and western 
Europe are striking. Employment levels in western Europe have 
not exhibited any of the dynamism found in North America. 
Even if allowance is made for the fact that employment in 
western Europe fell to its lowest average level a year later (1983) 
than in North America, there was at best only a marginal increase 
between 1983 and 1984. The continuing stagnation of employ- 
ment in western Europe was associated with a further worsening 
of unemployment: between mid-1983 and mid-1984 the number 
of unemployed rose by a further 5 per cent and the unemploy- 


The large differences between western Europe and North 
America, and especially the United States, as regards the evo- 
lution of labour markets since the beginning of the recession in 
1979 are illustrated by the following indicators: 


TABLE 2.3.12 


Labour market changes, 1979-1984 
(Annual averages) 


Western North United 

Europe America States 

Working age population (thousands) 9,200 9,700 8,500 

Labour force (thousands) 3,900 9,900 8,700 

Total employed (thousands) . . . —2,200 7,100 6,500 

Unemployed (thousands). 6,100 2,800 2,200 
Unemployment rate (percentage 

of total labour force) +4.5 len +125 


Source: National statistics. 


The differences between the two regions as far as employment 
and unemployment are concerned reflect different factors, 
including the growth of the working age population, labour force 
participation and employment. Although the working age popu- 
lation in western Europe and in North America has increased by 
about the same amount since 1979, the underlying trends in the 
two regions have moved in opposite directions. Whereas the 


5? These unemployment rates have been calculated on the basis of the 
total estimated labour force. They may therefore be lower than those 
obtained on the basis of narrower definitions of the labour force (civilian 
labour force, the working population excluding the self-employed) or on 
the basis of the number of those covered by employment or social in- 
surance schemes. Nevertheless, taking into account the variations in 
national practice, the estimates on the whole seem to be consistent. In 
addition, it should be noted that the unemployment rates used here are 
annual averages. At times of rapidly changing unemployment, annual 
averages may substantially diverge from the unemployment rates 
observed at the end of the year or from quarterly or monthly estimates. 
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growth of the working age population in North America slowed 
down in the latter half of the 1970s and the early 1980s, in western 
Europe it was rising. In 1982 the annual increase of the working 
age population was 1.1 per cent in both regions, but in the case of 
western Europe it had risen from about 0.4 per cent in 1975, while 
in North America the rate had dropped from 1.9 per cent in the 
same year. Asa result the potential expansion of the labour force 
in North America in the critical years from 1979 to 1982 was 
checked by this demographic slowdown, while in western Europe 
the demographic trends exacerbated existing pressures in the 
labour market. Further comparisons show that rather than 
changes in the rate of increase of total population, it was differ- 
ences in the growth of the population of working age which were 
responsible for these contrasting trends. In 1980-1984 the growth 
rate of the total population of western Europe was somewhat 
higher than in 1975-1979 (0.4 and 0.2 per cent per year, respect- 
ively), but not enough to account for the substantially higher 
growth of the working age population. In North America the 
growth of total population was virtually unchanged between 
these two periods and thus had no effect on the declining growth 
rate of the population of working age. 


The slowdown in the growth of the working age population in 
North America since the late 1970s has been mainly due to the 
cumulative effect of the declining number of teenagers of work- 
ing age, who belonged to the smaller generations born after the 
fertility decline of the early 1960s. The number of those aged 
15-19 years started to fall in 1979 and by 1984 had dropped by 
3 million, or more than one eighth of the 1979 total. In addition, 
although the 20-24 year age group did not start to decline in ab- 
solute terms until 1983, the growth in this age group fell by two 
thirds between 1979 and 1984. As a result the number of poten- 
tial young entrants into the labour force, which during 1975-1979 
had increased by about | per cent per year, declined from 1979 
through 1984 by 6.5 per cent or in absolute terms by about 
2.4 million. Although the same basic tendencies are found in 
western Europe, the later onset of the fertility decline in the 
1960s in most of the countries concerned implied continuing, 
albeit declining, increases in the 15-19 year age group and a high 
growth rate (about 1.5 per cent annually) through 1984 in the 
20-24 year group. 


The implications of these different developments in labour 
supply in western Europe and North America are important, as 
can be illustrated by applying constant 1980 age-specific partici- 
pation rates (which happen to be practically the same in both 
regions) to the subsequent population in the 15-19 and 20-24 year 
age groups. According to these calculations the economically 
active population in the younger age groups would have 
increased in western Europe by about 1.6 million, which rep- 
resents more than 40 per cent of the actual increase in the total 
labour force between 1979 and 1984. In North America the 
labour force in the younger age groups would have declined by 
about 950,000, which represents about 10 per cent of the actual 
growth in the labour force. In terms of annual averages western 
Europe should have created every year close to 325,000 jobs to 
match the increase in the number of young workers, whereas in 
North America the younger generations required about 190,000 
fewer jobs each year. 

These demographic trends were largely responsible for the 
difference in labour market behaviour between western Europe 
and North America since 1979. Traditionally, labour force 
growth in North America has been significantly higher than in 
western Europe and the much larger increase since 1979 suggests 
the continuation of this trend. Although in both regions labour 
force growth slowed down in 1981 and 1982, the worst years ofthe 
recession, the difference in growth rates has remained substan- 
tial: the annual growth rate of 1.6 per cent between 1979 and 1984 


in North America was nearly three times higher than the 0.6 per 
cent rate in western Europe. A second major difference between 
the two regions is that whereas in western Europe the growth rate 
in the 1979-1984 period was the same as the average rate in 1970- 
1979, in North America the average 1979-1984 rate was signifi- 
cantly lower than that in 1970-1979, when the labour force 
increased at an average of 2.5 per cent annually. 


This deceleration was in large part due to the decline in the 
number of teenagers of working age. If the number of workers 
under 25 years of age in North America had increased in the last 
five years at the same rate as between 1975 and 1979, then the 
total labour force between 1979 and 1984 would have increased at 
about the same pace as in 1970-1979. On the supply side demo- 
graphic developments thus considerably eased the adjustment to 
changing demand conditions in the North American labour 
market. The favourable effect of a slowdown in labour force 
growth was further reinforced by the fact that it occurred in the 
younger age groups, which as arule are disprportionately affected 
by a depressed demand for labour. In contrast there were no such 
beneficial effects in western Europe, where on average, labour 
force growth has not slowed down since the beginning of the 
recession and where, moreover, the increase in young workers 
has represented a comparatively high share of total labour force 
growth. 


Apart from changes in the age structure, migration is another 
factor which can have a significant effect on labour supply, as was 
the case during the 1973/74 recession. Even though the fall in the 
proportion of foreign workers in the recent recession did not 
reach the same dimensions as in the preceding one, the impact of 
changes in the number of foreign workers’on labour supply has 
nevertheless been important in several countries. This reflects 
the fact that changes in migration need not be very large in order 
to affect labour force growth in countries where the growth of the 
domestic labour force is low. Under such conditions a turnround 
in international migration from a moderate positive balance to 
one that is negative may have a substantial effect on the expan- 
sion of the labour force. 


The importance of this factor can be gauged from estimates of 
the domestic and foreign components of labour force change in 
Austria, the Federal Republic of Germany and Switzerland. All 
three countries are characterized by a slow “natural growth” of 
the labour force and by continued, but moderate, inflows of 
foreign workers prior to and during the early years of the re- 
cession, followed by a turnround in immigration. Table 2.3.13 
shows the components of average annual labour force changes in 
two periods. The first period refers to the years in the late 1970s 
during which the number of foreign workers increased; the 
second period includes the following year or years during which 
the number of foreign workers fell. The lower panel shows the 
differences between the two periods in the composition of 
changes in the total labour force. 

Although these figures should be considered only as orders of 
magnitude, the impact of changes in the number of foreign 
workers on labour supply seems to be clear, particularly in the 
case of Austria and the Federal Republic of Germany. In the 
former, the switch from an annual positive balance to a negative 
one accounted for two thirds of the fall in the average annual 
growth of the labour force between 1979-1981 and 1981-1983. In 
the Federal Republic of Germany nearly four fifths of the decline 
in labour force growth was due to a similar shift from positive to 
negative immigration balances. In Switzerland the reversal in 
labour force growth, from an average annual increase to a fall 
between 1982 and 1983 mainly reflects the turnround in domestic 
labour force growth. Even so, the change from a positive to a 
negative migration balance still represents more than two fifths 


of the deceleration in labour force growth. 
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Although supply factors contributed significantly to the differ- 
ent labour market developments in western Europe and in North 
America, the major difference between the two regions has been 
the strength of demand for labour. Already by the third quarter 
of 1983 total employment in the United States had surpassed the 
pre-recession level of the second quarter of 1981. The increasing 
demand for labour in the United States is also evident from a 
number of other labour market indicators. The number of va- 
cancies, as reflected in indices of “help-wanted advertising”, 
which had dropped by 40 points between 1980 and mid-1982, had 
returned to its 1980 level by the beginning of 1984. The number 
of workers on part-time schedules for economic reasons, that is 
those involuntarily working less than full-time, declined in the 
first half of 1984 to about 5.5 million, more than | million below 
the highest level during the recession. The working week in 
manufacturing reached about 40.5 hours in mid-1984, a level 
approaching that of the mid-1960s and considered high by recent 
standards. Finally, a significant decline, from more than 1.8 
million in the fourth quarter of 1982 to about 1.3 million in the 
second quarter of 1984, is estimated to have occurred in the 
number of discouraged workers, i.e. those who want to work but 
have dropped out of the labour force because they think they will 
be unable to find employment. 


TABLE 2.3.13 


Components of average annual labour force changes 


(Thousands) 
Average annual change 
Domestic 
Country Period Total labour force Foreign 
First period 

Austria. 1979-1981 lee) 9.0 215 
Germany, 

Federal Republic of. 1978-1980 250.0 165.0 85.0 

Switzerland . 1978-1980 22.0 6.0 16.0 

Second period 

Austria. 1981-1983 —10.5 2.0 —12.5 
Сегтапу, 

Federal Republic of . 1980-1983 85.0 130.0 —45.0 
Switzerland . 1982-1983 —24.0 —19.5 —4.5 
Difference in labour force change between periods 
Austria. —22.0 —7.0 —15.0 

Germany, 
Federal Republic of . —165.0 —35.0 —130.0 
Switzerland . — 46.0 —25.5 —20.5 


Source; National statistics 


The decline in unemployment is another sign of the strength of 
the recovery. The average unemployment rate of 7.2 per cent in 
1984 was only moderately above pre-recession levels and close to 
current estimates of the “natural rate of unemployment” for the 
United States (see (b) below). Moreover, the unemployment rate 
for men, which during recessions tends to increase more rapidly 
than that for women, had been higher than that for women in 
1982 and 1983, but in 1984 fell below the level for women in 
conformity with the usual cyclical pattern. 


The recovery in the United States is distinguished not only by 
its strength but, more important from the viewpoint of employ- 
ment and unemployment, by its speed. In the United States the 
upturn inemployment and the fall in unemployment were clearly 
more rapid than in western Europe. Between the fourth quarter 
of 1982 and the second quarter of 1984, employment in the 
United States increased by more than 6 per cent. This is an 
exceptionally rapid increase, even for the United States: a recov- 


ery of such magnitude in the course of the six quarters following 
the trough of a recession is unprecedented since the 1953/54 
recession. The reduction in the number of unemployed by more 
than one quarter during the same period is also uncommon: 
larger declines over a similar time span occurred only in the re- 
coveries of the late 1940s and early 1950$.53 


One major reason for the faster employment recovery in North 
America since 1982 is the much more rapid growth of output than 
in western Europe. Average annual growth of GDP over the last 
two years has been of the order of 5 per cent, which compares 
with a growth of about 2 per cent in western Europe. A second 
factor is the lower rate of productivity increase in North America 
than in Europe. The data in table 2.3.14 show the degree of differ- 
ence in this respect between the two regions: 


TABLE 2.3.14 


Average annual growth rates of GDP, employment and productivity, 
selected periods 
(Per cent) 


Western Europe North America 


Period GDP4 Employment Productivity GDP4 Employment Productivity 
1970-1974. 3.7 0.4 3.3 3.8 уу) 1.6 
1975-1979. 3.4 0.5 О 4.5 3.4 Е 
1979-1984. 1.1 —0.4 1.5 2.0 #3 0.7 
1982-1984. 1.9 —0.3 2.2 5.1 2 2.4 


Source: National statistics. 


4 At constant 1975 rates of exchange. 


These estimates clearly show the relative roles of employment 
and productivity increases in the two regions. Quarterly data for 
selected countries on GDP and employment, covering the period 
following the recovery of GDP from its lowest level in the recent 
recession, appear to confirm the continuation of the different 
regional patterns: 


TABLE 2.3.15 
Average annual growth rates? of GDP, employment and productivity, 


selected countries 
(Per cent) 


Period 
(year, quarter) 


Country GDP Employment Productivity 


Germany, 

Federal Republic of . 
United Kingdom . 
Canada. 

United States 


со 


со 

| 
со со 
> > 


со 
NNR 
wpe pf 
i ' 


со 
‘as ne 
ee a) 
Е 
[= 
os 


со 
1 
со 


Source: National statistics 


4Quarterly data at annual rates 


Another related factor is the greater importance and more 
rapid growth of service sector employment in North America as 
compared with western Europe. To the extent that employment 
in the service sector is less sensitive to cyclical variations, the 
higher proportions of the labour force in services in North 
America would create an additional buffer against unemploy- 
ment. Differences in this respect between western Europe and 
North America are still significant. In North America the service 
sector presently accounts for about 70 per cent of total employ- 
ment, while in western Europe the proportion is about 58 per 
cent. The continuing expansion of service sector employment in 


53 Richard М. Devens, “Employment in the First Half: Robust Recov- 
ery Continues”, in Monthly Labour Review, August 1984, pp. 3-7. 
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North America, by about 3.9 million jobs between 1979 and 1982 

prevented a decline of total employment in this period and in fact 
more than offset the loss of some 2.8 million jobs in other sectors. 
In the same period service employment in western Europe also 
continued to grow but an increase of 2.5 million jobs was insuf- 


ficient to compensate for the disappearance of 4 million jobs in 
other sectors. 


A number of other factors may have a more or less significant 
impact on the employment and unemployment differences 
between the regions. In the case of North America, the decline in 
the relative importance of the younger generations, which are 
normally characterized by above-average unemployment, is esti- 
mated to have reduced the unemployment rate by as much as 0.4 
per cent over the twelve months following the trough of the 
cycle.>4 In the case of the European countries of immigration, the 
departure of foreign workers and the halt to further immigration 
may have had a significant effect on unemployment. If the 
migrant workers who actually left had stayed, the unemployment 
rates in Austria and the Federal Republic of Germany would 
have been, respectively, 0.7 and 0.5 per cent higher than they 


Although the divergence between western Europe and North 
America is perhaps the most striking feature of labour market 
developments in the market economies of the ECE region, sub- 
stantial inter-country variations are also to be found within 
western Europe. Estimates for 1984 confirm that for the majority 
of countries in western Europe, there was a slight improvement 
in comparison with the sharp deterioration in employment and 
unemployment between 1979 and 1982. Employment, after 
several years of stagnation or decline, either started to grow ог 
declined less than before, while unemployment in most coun- 
tries rose less or even declined in some countries. Labour force 
growth, which in 1982 and 1983 had been low in many countries, 
began to pick up, as is frequently the case after the worst of the 
recession is over. The improvements, however, are only modest 
and in the large majority of countries cannot be taken as rep- 
resenting or even heralding a phase of significant recovery of 
either employment or unemployment. 


The changes in individual countries varied considerably. 
Between 1983 and 1984 only the Nordic group of countries 
showed a persistent improvement. In each of these countries 
employment increased (by between 0.4 and 1.3 per cent) while 
unemployment fell somewhat in Norway and Sweden. The 
unemployment decline in these two countries, however, may be 
the result of a slowdown in labour force growth. Moreover, it 
should be noted that in Sweden public works projects and other 
employment promotion measures have been implemented to 
prevent the growth of unemployment. Finland, where the unem- 
ployment rate appears to have stabilized in recent years at 
between 5 and 6 per cent, occupies an intermediate position 
between the more and less favourably situated countries. 
According to available estimates, employment expanded rapidly 
in the Netherlands and the United Kingdom between 1983 and 
1984, but so did the labour force and consequently unemploy- 
ment in these countries tended to increase further in 1984. 
Employment continued to fall in Belgium, France, the Federal 
Republic of Germany, Ireland, Italy and Switzerland. The 
magnitude of job losses in Ireland appears to have been substan- 
tial (more than 1 per cent) and, despite a slowdown in labour 
force growth, unemployment increased sharply. In France a 
moderate decrease in employment (a little over 0.5 per cent) 
combined with an apparent turnround from negative to positive 
labour force growth led to a significant increase in the number of 


54 Economic Report of the President, February 1984, p. 187. 


unemployed. Employment fell marginally in Italy but as the 
labour force continued to increase at a moderately high rate 
(close to 1 per cent), the number of unemployed rose substan- 
tially. In the Federal Republic of Germany and Switzerland 
further increases in unemployment were held in check by a fall in 
the labour force. Finally, in Austria neither the labour force nor 
employment changed very much between 1983 and 1984 and asa 
result unemployment remained more or less unchanged. 


As in the United States, employment has risen in Canada since 
1982 and unemployment has fallen since 1983. The pace of 
change, however, has been much slower than in the United 
States. Average annual employment increased by less than 1 per 
cent between 1982 and 1983 and by about 2.5 per cent in 1984. 
However, with a high rate of labour force growth (1.7 per cent a 
year between 1983 and 1984) the reduction of the unemployment 
rate in the course of 1984 was only modest (from around 11.9 to 
11.2 per cent of the labour force). 


Considering that the economic recovery which has been under 
way for some time now has, with few exceptions, failed to 
produce a sustained growth in employment and a significant 
decline in unemployment, unemployment is emerging as a criti- 
cal issue for policy making in the ECE region. Even taking into 
account the fact that the economic recovery so far has been 
comparatively weak in western Europe, and that employment 
usually reacts with a lag to more favourable economic conditions, 
the lack of progress in reducing unemployment is a major source 
of concern in many countries. The effectiveness of policies to 
reduce unemployment, however, will largely depend on the 
extent to which this is possible without creating a new inflation- 
ary spiral. The following section discusses this question by 
reviewing what is known about the so-called full employment 
rate of unemployment. 


(b) Estimating the rate of full employment: 
policy issues and empirical evidence 


Introduction 


As inflation has fallen and attention is shifting to the reduction 
of high unemployment, one of the major questions being asked is 
how far can the unemployment rate fall before labour shortages 
appear, pressures for higher wages mount and a resurgence of 
inflation occurs? Embodied in this hypothetical rate of unem- 
ployment is the concept of full employment, which has preoccu- 
pied economists and government planners charged with the 
formulation and implementation of labour market policies. Fora 
number of years this concept served as a yardstick against which 
the actual rate of unemployment could be compared. However, 
in the more inflationary environment of the 1970s, it ceased to 
provide a guide for policy because for many governments the 
need to check accelerating inflation became the overriding 
concern. Concommitant with rising unemployment, however, 
has been an upward drift in the estimates of the full employment 
rate of unemployment, resulting in a growing divergence 
between the actual and optimum rates of unemployment. The 
question of full employment is also important when viewed in 
terms of the impact on employment of current and future trends 
in the growth of output. Does the evolution in technological and 


imply a lower growth of labour demand for a given rate of output 
growth than in the past? In this context the effect of demographic 
changes on labour force structure also has ramifications for full 
employment. 

The importance of studying the question of full employment is 
underscored by the long standing commitment of a number of 
governments towards achieving this goal. Greatly influenced by 
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CHART 2.3.4. 


Unemployment rates in selected countries, 1970 — 1984 


(Percent of total labour force) 


1970 71 72 73 74 75 76 77 78 79 80 81 82 83 84 


197071 72 73 74 75 76 77 78 79 80 81 82 83 84 


14 FONITED KINGDOM 


1970 71 72 73 74 75 76 77 78 79 80 81 82 83 84 


CANADA 


1970 71 72 73 74 75 76 77 78 79 80 81 82 83 84 


14 
12 


UNITED STATES 


ONBDWOO 


1970 71 72 73 74 75 76 77 78 79 80 81 82 83 84 1970 71 72 73 74 75 76 77 78 79 80 81 82 83 84 


Source: National data and secretariat estimates. 
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considerations of social policy, the full employment concept has 
its roots in the years immediately preceding and following the 
Second World War. The White Paper on Employment Policy 
issued by the British Government in 1944 was the first formal 
acceptance by a government ofa responsibility to maintain a high 
and stable level of employment. In 1945 the Government of 
Canada followed suit with a similar declaration, while in the 
United States the Employment Act of 1946 made full employ- 
ment an official goal of the government. 


The following discussion reviews briefly a few of the theoreti- 
cal and methodological issues surrounding the estimation of full 
employment, supplemented by a compilation of various full 
employment estimates. On the basis of these estimates and some 
existing analytic studies, conclusions are provided in the form of 
implications for macro-economic and labour market policies. 


During the 1950s and 1960s there were few obstacles to the 
pursuit of full employment as a policy goal. Rapid economic 
growth accompanied by a steadily increasing demand for labour, 
particularly in the west European market economies, led to 
labour shortages and unprecedentedly high levels of employ- 
ment that approached or even exceeded full employment goals. 
This situation changed radically with the 1974/75 recession and 
the subsequent slowdown in the growth of labour demand: 
unemployment began to climb, accelerating rapidly by the end of 
the 1970s and the beginning of the 1980s. The achievement of the 
socio-economic goal of full employment was no longer so easy in 
the presence of the major imbalances, both domestic and 
external, which appeared at this time. 


Labour market analysis, in attempting to explain the causes of 
unemployment, has traditionally been characterized by two con- 
flicting theoretical approaches. One is based on a Keynesian 
analysis in which insufficient aggregate demand is considered as 
the main determinant of unemployment. The analytic frame- 
work is based on a disaggregation of total unemployment into 
demand-deficient, frictional and structural components. In the 
other approach (classical unemployment), a general equilibrium 
model is constructed to understand labour market behaviour. 
The explanation of unemployment focuses on the disequilib- 
rium brought about by the distortion of incentives. Excessive 
real wages as a result of such factors as exorbitant union demands 
or overly generous unemployment schemes are viewed as the 
major cause of unemployment. Thus, within this framework of 
classical unemployment, treating unemployment with Keynes- 
ian policies to boost demand will provoke inflation without 
appreciably lowering unemployment. 


Defining full employment 


The tendency in the last two decades has been to link the 
pursuit of full employment with the acceleration of inflation, 
although the precise relationship between unemployment and 
inflation is unclear. The trade-off between unemployment and 
inflation, normally quantified in terms of a Phillips curve, has as 
one of its postulates the existence of a particular unemployment 
rate or full employment rate of unemployment at which the infla- 
tion rate can be expected to neither accelerate or decelerate. The 
full employment rate of unemployment is an elusive concept. As 
the definition determines to a certain degree the estimation 
method utilized, rather than vice versa, it is useful to identify first 
some of the more frequently encountered definitions. While the 
relationship between the rate of unemployment and that of infla- 
tion provides the theoretical underpinnings for one definition of 
full employment, namely, the NAIRU, there are others. The 
following is a sample of full employment definitions that have 
been drawn from recent literature on the subject—although the 


basic approaches may differ, the definitions are not necessarily 
contradictory. 


— The non-accelerating inflation rate of unemployment (NAIRU) 
is the unemployment rate at which the rate of inflation remains 
constant. It is based on the statistical relationship that emerges if 
changes in the growth of aggregate demand are the predominant 
factor accounting for economic fluctuations. The majority of full 
employment estimates are derived from this concept:>> 


— The natural rate is that rate to which the economy gravitates 
in the long run if left alone and can be viewed as the behavioural 
explanation of the NAIRU. Deviations from the natural rate are 
temporary and are automatically reversed when price antici- 
pations catch up with actual price movements. Thus, there is 
only a short-run trade-off between inflation and unemployment 
and in the long-run the Philipps curve is vertical.56 


— The equilibrium rate is the rate at which inflows into and out 
of unemployment are equal. It is based upon a model in whicha 
large number of firms face exogenous variations in output price. 
Workers move from one firm to another in response to wage 
differentials and while moving they are unemployed. In equi- 
librium there exists an average output price that remains fixed. 
Business cycles are thus assumed to exist for individual firms, but 
not for the economy as а whole.57 


— The frictional unemployment rate describes some minimal 
amount of unemployment due to functional turnover and search 
periods, that is, people “between” jobs. It represents the lower 
bound or floor of unemployment and can be considered as the 
socially optimum unemployment rate. Shifts of employment 
demand between sectors of the economy necessitate continuous 
labour reallocation and as it requires time for workers to find new 
jobs, some unemployment is unavoidable.°8 


— The cyclical unemployment rate (Keynesian unemployment) 
is the rate due to fluctuations in the business cycle. It is associ- 
ated with a shortfall in aggregate demand and is typically 
matched by a corresponding drop in capacity utilization. It is 
more variable than other forms of unemployment.°? 


— The voluntary unemployment rate results when all workers 
who desire to work are employed. Because of the difficulties in 
distinquishing empirically between voluntary and involuntary 
unemployment, no generally accepted measure exists. Among 
the various elements that have been identified as indicative of 
voluntary unemployment and which underly classical unemploy- 
ment are excessive wage expectations, inactive job search, un- 
realistic job aspirations, and a preference for short-time or casual 
work. 


550. Grubb, В. Jackman, В. Layard, “Causes of the Current Stag- 
flation”, Review of Economic Studies, 49, 1982, pp. 707-730. 

56The terms NAIRU and natural rate are often used interchangeably, 
creating some confusion between them. A few studies consider the 
distinction between the two rates to be fundamental. The natural rate is 
the level of demand that does not add to inflation, while the non-in- 
flationary rate is the rate required to avoid inflation in the presence of 
exogenous shocks. See Otto Eckstein, Core Inflation, Prentice-Hall, Inc., 
Englewood Cliffs, New Jersey, 1981 

573, Nickell, “The Determinants of Equilibrium Unemployment in 
Britain”, Economic Journal, 92, September 1982, pp. 553-575. 

58M. Reder, “The Theory of Frictional Unemployment”, Economica, 
Vol. 36, 1969, pp. 1-28. Even in periods of stable aggregate employment, 
continuous labour reallocation within the United States results in almost 
5 per cent of workers shifting from one job to another every month See, 
р. Lilien, “Sectoral Shifts and Cyclical Unemployment”, Journal of Pol- 
itical Economy, vol. 90, No. 4, 1982, pp. 777-794 

59 J. М. Keynes, The General Theory of Employment, Interest and Money, 
Macmillan, London, 1936. 

60D, Worswick (ed.), The Concept and Measurement of Involuntan, 
Unemployment, Allen and Unwin, London, 1976. 
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TABLE 2.3.16 
Estimates of the full employment rate of unemployment 


i ХХ Х ХХ © © © © © © ЖЖ 


Full employment, unemployment rate 


Actual 
unemployment Unemployment 
Country NAIRU Full capacity Other rate gap 
Finland 
197021974 о ее ee 3.4 a ВЕ Dal —1.3 
197 SS Sept ое и. 91 oe a 72) —0.9 
1980 et ОЕ: 4.9 2S ae 4.7 —0.2 
ПОЗ ео Peron. ree 6.5 к 2.5 39. —0.6, 3.4 
France 
OTA eee ее ae 25 oe 2.8 0.3 
LO Sts aa so xe 2.8 ind 4.1 ibe 
197 Gge tee ВИ, Ae eee st 3.4 oe 4.4 1.0 
1976=198 0 Peer eee 93 ен ee 5.3 0.0 
8-9 Hoyer 2 6.9 ae м 8.0 и 
Germany, Federal Republic of к 
1965219735 ae 1.6 ee = ite —0.5 
19 TA tee cp te eS ee as 1.8 Me 7 0.3 
ПО О Ее соо 4.3 а BA 3.6 —0.7 
Е ae Res ee 3.0 ote 4.0 1.0 
а о ae eee an B35 of 4.0 0.5 
1976-1980 eee er ee 357) Ste we 3.6 —0.1 
IONS ¢ 2 сов 55 ea Sue 6.5 2 
Ireland 
SHC Mave о а ee A rs 4.6> 7.9 3.3 
Italy 
LAs eer > aed Ree ee Zhe 5.8 ys 5:3 —0.5 
CHES 0 Be ee ere ee oa 6.4 ae 5.8 —0.6 
а op, CeCe mee eee о 6.8 oe 6.6 —0.2 
9 6-19 обоза 8.9 ae ye 7.4 —1.5 
О овса ТЕН a a 9.0 1.9 
Netherlands 
CH ree re, Men ete аи ae 2-5 Ewe За 0.7 
10 See eee и в - As 2.9 ae 4.5 1.6 
OT Ge eee ee ae ва 5 ae 4.9 1.4 
United Kingdom 
1966-1970 ee ep) ri om 1.8 —0.4 
1 7. OS eee ere os meee tenes 4.0 a we 37 —0.3 
NOTES See ae 4.0 + Вы 2.9 —1.1 
1973 Ее SR ete о не ae 2.3¢ aS 0.0 
О в ahs Dal by 23 0.2 
LOT Seer ee sors а, ie р a 3.6 0.9 
Об ие. oe в. 3 me 5.0 if 
1976-1980 6 on 6 6 0 SYS) ae Se 5.3 —0.2 
OSE ner eae Nae Be tere “fe = 5.84 6.2 0.4 
ТОО Seta e-em ere Pat ae 7.3е 6.2 —1.1 
о 6 6 6 oe ee 9.0 oe У 10.6 1.6 
Canada 
LOTS Sette Ce eee 6.4 ae 7 55 —0.9 
а are 6.5 D2 a" 5.3 Dea 
А в oo eet Sere 6.6 5.8 it 6.9 СЗ 
о 4 leans Sa 6.5 6.5 oe Tel 0.6 
OG sia Se «el aa Oats 6.7 о a 8.1 1.4 
LO See te ee 6.6 aie oF: 8.3 1.7 
Hn be ce Sf eee a 6.2 “a Ae 7.4 is”? 
ле are : 6.3 ; Lh 1S) 1 
United States 
Ee ОА Бе а ae So i 4.9 x 5.5 0.6 
1975 Te a SE a Sy! a 8.3 3:2 


Ae ts par iat oe a 5.5 >< iS 2.0 
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TABLE 2.3.16 (continued) 


Estimates of the full employment rate of unemployment 


Ph aa es, a ыы 


Full employment, unemployment rate 


Actual 
Country NAIRU Full capacitya Other А и a ине 
United States (continued) 
1979 Bees, Sadan Aenea 4 S107 = x 57 0.6, —1.5 
ВОРОМ HE PROM BED в is ie 70 Hee 
оо a ee Са ee WH a 4.0> 9,5 1185.5 
LOSS: 1 о ое 9750565 an i 72 1.2-0.7 


м—— 


Sources : Full employment, unemployment rates: W. Franz, “The Past Decade’s Natural Rate and the Dynamics of German Unem- 
ployment”, European Economic Review, vol. 21, No. 1/2, March/April 1983, pp. 51-76; Economic Report of the President Washington, D.C 
1983; “Jobs For the Boys and their Dads”, The Economist, 26 May 1984, р. 38; Otto Eckstein, Core Inflation, Prentice-Hall, Inc., 1979, Engle. 
wood Cliffs, New Jersey; $. Е. Kaliski, “Why Must Unemployment Remain so High”, Canadian Public Policy, vol. X No. 2 ice 1984 
pp. 127-141; R. Layard, G. Basevi, O. Blanchard, W. Buiter, R. Dornbusch, Europe: The Casefor Unsustainable Growth, Centre for Buropean 
Policy Studies, Paper No. 84, Brussels, 1984; David Metcalf, “The Measurement of Employment and Unem ployment”, National Institute 
Economic Review, Number 109, August 1984; P. Minford, “Labour Market Equilibrium in an Open Economy”, Oxford Economic Papers 
1983, vol. 35, No. 4, pp. 531-568; $. Nickell, “The Determinants of Equilibrium Unemployment in Britain”, Economic Journal. Senteniben 
1982; OECD, A Medium Term Strategy for Employment and Manpower Policies, Paris, 1978; J. Paunio and A. Suvanto, “Wage те Ехрес- 
tations and Indexation”, Journal of Monetary Economics, vol. 8, 1981; М. Воззапа В. Walsh, Regional Policy and the Full Employment Target. 
The Economic and Social Research Institute, Policy Studies, No. 1, Dublin, 1979; М. Scott with R. Laslett, Can We Get Back to Full И 
ment?, MacMillan Press, London 1978; М. Sumner and R. Ward, “The Reappearing Phillips Curve”, Oxford Economic Papers, 35(4), 1983: 
A. Tanskanen, “Kilpailukyky ja tydllisyys Suomessa”, Finnish Economic Journal, 484; U.S. News and World Report, “From High Unemploy- 
ment to a Labor Shortage”, 17 September 1984, р. 56. Actual unemployment rates: National statistics, OECD Labour Force Statistics, Paris, 


ними По 


various issues; secretariat estimates. 


4Rate at full capacity of existing capital stock, calculated from equation containing estimates of labour supply and capital stock. 


b Government goal. 


с Based on estimate of induced unemployment. 


d Equilibrium male rate calculated from equations estimating unemployment inflows and outflows. 


©Long-run rate calculated from four equation system using unemployment, real wages output and real exchange rate. 


— The optimal wage-fixing rate of unemployment results if, 
against a background of a steady growth in the total money 
demand for labour services, the principle of wage-fixing insti- 
tutions in each sector of the economy is the promotion of 
employment in that sector. This is a variant of the NAIRU, the 
difference being the assumption of employment maximization as 
an objective rather than wage maximization.®! 


Estimating full employment: some methodological and theoretical 
considerations 


Inter-country comparisons of full employment estimates are 
extremely hazardous, given the variety of definitions, assump- 
tions and estimation methods employed. One might reasonably 
focus in greater detail on a particular country, however, in order 
to understand better some of the mechanics involved in full 
employment estimates. As estimates for the United Kingdom 
encompass a wide spectrum of definitions and estimation 
methods, they can be considered as representative of the tech- 
niques employed in other countries as well. 


As is shown in table 2.3.16, the estimate of full employment in 
the 1970s in the United Kingdom is a NAIRU calculated from a 
Phillips curve augmented by price and tax change expectations. 
The 1973 rate is based on estiates of labour supply, both in terms 
of quantity and skill levels, and of the unemployment induced by 
unemployment benefits: the two are then added to the average 
unemployment rate for the 1948-1966 period. The estimates for 
1974, 1975 and 1976 are defined as unemployment rates at full 
capacity use of the existing capital stock and are calculated from 
equations which include labour supply (including the impact of 
sex-age changes, labour turnover and hoarding, unemployment 
compensation, and migration) and capital stock as explanatory 
variables. A model based on equations containing variables that 
influence flows into and out of unemployment, such as trade 
union bargaining power, the replacement rate of income and 


61]. Е. Meade, Stagflation: Wage-Fixing, vol. 1, George Allen and 
Unwin, London, 1982. 


deviations of output from trend, were the basis for the 1979 equi- 
librium rate estimate (the impact of inflation was considered to 
be of only secondary importance). The 1980 long-run rate is the 
result of a four-equation system in which unemployment, union- 
ization, real wages, output and the real exchange rate are among 
the determinants. The 1966-1970, 1971-1975, 1976-1980 and 
1981-1983 estimates of NAIRUs are calculated from wage equa- 
tions incorporating real wages, unemployment and a trend vari- 
able and is the average of four alternative estimates, with differ- 
ing assumptions concerning the error term in the wage equation 
and the rate of real wage growth. 


The various approaches to full employment estimation have 
been criticized on numerous theoretical grounds. Disaggregat- 
ing unemployment into its components is a difficult and contro- 
versial exercise requiring a substantial amount of highly reliable 
data on both unemployment and vacancies. One methodological 
problem in calculating frictional unemployment is that the esti- 
mates are highly sensitive to the degree of disaggregation.” 
Voluntary unemployment, because of the myriad definitions 
used to distinquish it from involuntary unemployment, as well as 
the numerous methods by which it has been quantified, make it 
an extremely difficult concept to support empirically. 


The Phillips curve approach has come under attack because of 
perceived weaknesses in some of its assumptions. For example, 
it is felt that the estimates arising from this model are neither 
measuring labour market structure nor providing explanatory 


62 For a more extensive discussion of the difficulties inherent in this 
approach see, for example, J. Creedy, The Economics of Unemployment in 
Britain, Butterworth and Co., London, 1981, G. Standing “The Notion of 
Structural Unemployment”, /nternational Labour Review, vol. 122, No. 2, 
March-April 1983, pp. 137-153; К. G. Abraham, “Structural/Frictional vs. 
Demand Deficient Unemployment”, American Economic Review, vol. 73, 
No. 4, September 1983, pp. 708-723. 

63 This issue is treated in depth in G. Standing, “The Notion of Volun- 
tary Unemployment”, /nternational Labour Review, vol. 120 INOeS: 
September-October 1981, pp. 563-578; O. Ashenfelter, “The Withering 
Away ofa Full Employment Goal”, Canadian Public Policy, vol. 1X, No. 1, 
1983. pp. 114-125. 
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variables for the nature of unemployment.*4 Another weakness 
is the prediction, based on models of the United States, that 
profit rates vary inversely with the unemployment rate, which 
contradicts actual profit data for the United States. 


Empirical evidence 


Against this background of some qualitative aspects of full 
employment, it is useful at this juncture to look at the results of a 
few studies that have attempted to quantify the concept. In 
presenting full employment estimates for various countries, 
table 2.3.16 is intended only to illustrate the previous discussion 
without in any way claiming to be an exhaustive inventory of 
such estimates.°6 The full employment unemployment rates 
have been categorized according to whether the NAIRU, full 
capacity utilization of the capital stock or some other method is 
the basis of the estimation. In addition, actual unemployment 
rates have been included in the adjoining column to facilitate a 
comparison of the two. The “unemployment gap”, is the differ- 
ence between the full employment and actual unemployment 
rates. 


Despite the diversity of definitions and methodologies, two 
features are readily apparent in table 2.3.16. The most striking is 
that full employment unemployment rates have risen over time 
in countries for which a long time series 15 available. The second 
is the substantial divergence which now exists between the full 
unemployment rate of unemployment and the actual rate. As 
indicated by the “unemployment gap”, since 1980 or 1981 actual 
unemployment has exceeded the full unemployment rate by at 
least 1 per cent in seven countries. An additional feature of the 
unemployment gap worth noting are those instances when actual 
unemployment rates fell below full employment and appear in 
the table as negative values. In the Federal Republic of 
Germany, Finland, the United Kingdom, Canada and the United 
States these negative gaps cropped up at various times in the late 
1960s and early 1970s, implying that wage inflation may have 
been increasing or that real wage growth had been ехсеззуе.67 
This could in part be explained as a manifestation of rising 
demand pressure which in turn fuelled inflation and inflationary 
expectations. 


64 See for example, A. P. Thirlwall, “What are Estimates of the Natural 
Rate of Unemployment Measuring?”, Oxford Bulletin of Economics and 
Statistics, vol. 45, No.2, May 1983. 


65R. Cherry, “What is So Natural About the Natural Rate of Unem- 
ployment?”, Journal of Economic Issues, vol. XV, No. 3, September 1981, 
pp. 729-743 . 


66 The table does not include full employment estimates for Austria, 
Norway, Sweden and Switzerland, since these countries have enjoyed 
extremely low levels of unemployment for the last three decades and can 
be considered as having managed to maintain full employment. Even as 
unemployment has climbed steeply in the rest of western Europe and 
North America since the mid-1970s, the rate of unemployment, conven- 
tionally measured, which peaked in 1983 in these four countries, was only 
3.9 per cent in Austria, 3.3 per cent in Norway, 3.5 per cent in Sweden and 
0.9 per cent in Switzerland. These relatively low rates of unemployment 
are partly due to a number of special factors, such as the repatriation of 
large numbers of immigrant workers (Austria and Switzerland) and 
government schemes designed to provide employment (Sweden). 

67 Because of the lack of comparability of unemployment data over 
time in Italy, the negative unemployment gap for Italy may be a statistical 
fluke, rather than a reflection of labour market conditions. 

68 As was already pointed out, some work has been undertaken to 
distinquish between the full employment and natural rates of unemploy- 
ment. The estimates for the United States in 1979 of a full employment 
rate of 7.2 per cent and a natural rate of 5.1 per cent are products of this 
type of analysis. The explanation for the difference is the following: if 
unemployment is at the natural rate, but there are shocks to the system, 
there will be accelerating inflation. In order that inflation should not 
increase in the presence of exogenous shocks, the rate of full employment 
must exceed that of natural unemployment. See, O. Eckstein, op. cit 
р. М. 


Explaining the rise т full employment rates of unemployment 


The empirical evidence contained in table 2.3.16 suggesting a 
rise in the full employment rate of unemployment, raises а. 
number of issues relevant to labour market policies. The sub- 
stantial and growing gap between the actual unemployment rate 
and the full employment rate of unemployment implies that 
there is room for Keynesian demand-boosting policies. Given 
the excess of unemployment over the full employment rate, such 
policies could lower the level of unemployment to that of the 
NAIRU without the risk of setting off a new round of inflation. 
While broad-based macro-economic policies can eliminate 
demand-deficient Keynesian unemployment, thus closing the 
gap between actual unemployment and the NAIRU, this rep- 
resents a potential drop in the unemployment rate of only about 
1 to 2 per cent in individual countries. Furthermore, classical 
unemployment, a consequence of a too high real wage, would not 
be resolved by this type of policy. With additional measures 
designed to attack various institutional rigidities, however, the 
NAIRU could be pushed down to a level closer to what might be 
considered optimal from a policy point of view. In more concrete 
terms, this entails identifying and analysing those factors that are 
responsible for the growth of the NAIRU, and then making the 
necessary adjustments to labour market behaviour. 


Providing causal explanations for the upward shift in the 
NAIRU has been the objective of a number of studies. Some of 
the analytical efforts have tried to explain the worsening trade-off 
between unemployment and inflation by identifying the distort- 
ing influences on labour market adjustments. Among the 
adverse factors cited are: 


(1) The substantial increase in labour supply and the changing 
demographic composition of the labour force, particularly the 
growing share of young and female workers. 


(2) The emergence of skill shortages as a result of barriers to 
skill acquisition, occupational mobility, vocational training, the 
reclassification of jobs and the declining propensity of workers to 
move from one region to another. 


(3) The implementation of minimum wage laws and their 
dampening effect on the recruitment of young and unskilled 
workers. 


(4) The role of unemployment compensation and other 
welfare support schemes in stimulating voluntary unemploy- 
ment by raising the reservation wage and prolonging job search. 


(5) Unionization and improvements in job security provisions 
(such as protection from unjust dismissal, extension of the period 
of notice and the increase in the size of severance payments) 
which limit the firm’s flexibility in responding to changing 
demand conditions. 


(6) The growth in non-wage labour costs such as employer 
expenditures for social security and health insurance. 

According to another point of view inflationary momentum, 
reflecting real wage bargaining, formal wage indexation, resto- 
ration of wage differentials and anticipation of future inflation, 
which had built up in the 1970s due to exogenous price and wage 
shocks, was superimposed on pent-up demand pressures. The 
combined effects produced an outward shift of the Phillips curve, 
so that a given rate of unemployment was associated with a 
higher rate of inflation. 


Recently a substantial body of research has been accumulated, 
based on comparative analyses of a large sample of countries in 
Western Europe and North America.*®? Most of these studies 


69D. Grubb, В. Jackman, В. Layard, “Wage Rigidity and Unemploy- 
ment in OECD Countries”, European Economic Review, vol. 21, No. 1/2, 
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however, are inconclusive in determining the link between real 
wage costs and unemployment. Some studies found no link 
whatsoever.’° Others agree that real wage developments contrib- 
uted to aggravating the unemployment problem after 1973, but 
estimates of the size of the impact vary widely. While real wage 
elasticity with respect to employment demand in some studies is 
estimated at between —0.1 and —0.2, the majority of estimates are 
in the range of —0.3 to —0.5.7! Such orders of magnitude imply 
that, ceteris paribus, a 10 per cent reduction in real wages would 
only lead to a 3-5 per cent increase in employment. One recent 
study undertook to disaggregate the NAIRU for eight countries 
between 1957 and 1982.72 It concluded that the increase in the 
NAIRU since the 1970s was the result of additional inflationary 
pressures divided, more or less equally, between higher relative 
import prices, lower productivity growth and the time trend. 


An appropriate full employment goal 


One of the primary objectives of accurately identifying a full 
employment rate of unemployment is the formulation and 
implementation of a full employment target?3. From the mid- 
1940s to the early 1970s the countries of Western Europe and 
Northern America experienced a unique period of sustained 
economic growth. In such a climate there emerged a strong 
consensus that a priority of government should be the attainment 
of full employment. However, beginning in the mid-1970s there 
has been a weakening of the commitment to full етр!оутепе. 74 


March/April 1983 pp. 11-39; R. Layard, G. Basevi, O. Blanchard, 
W. Buiter and R. Dornbusch, Europe: The Case for Unsustainable Growth, 
Centre for European Policy Studies, Brussels, 1984; J. Artus, “The Dis- 
equilibrium Real Wage Rate Hypothesis: An Empirical Evaluation”, 
International Monetary Fund Staff Papers, vol. 31, No. 2, June 1984, 
pp. 240-302. 


70Р. Geary and J. Kennan, “The Employment-Real Wage Relationship: 
An International Study”, Journal of Political Economy, vol. 90, August 
1982. 


71 п astudy restricted to male employees in Great Britain, the elasticity 
of employment with respect to the real wage was calculated to be as high 
as around —0.9 for this subgroup of the labour force. The severe shortfall 
in aggregate demand experienced by Great Britain in the period 1980-1983 
was cited as the most important factor for the large discrepancy between 
the NAIRU and actual rates of unemployment. See R. Layard and 
S. Nickell, “The Causes of British Unemployment” National Institute 
Economic Review, No. 111, February 1985, pp. 62-91. 


72р. Grubb, К. Layard, and J. Symons, “Wages, Unemployment, and 
Incomes Policy”, in М. Emerson (ed.), Europe's Stagflation, Clarendon 
Press, Oxford, 1984. 

73 Despite serious measurement problems, an attempt has been made 
to quantify the macro-economic costs of not achieving full employment. 
The amount of unrealised value-added due to unemployment exceeding 
the full employment unemployment rate was approximated by taking the 
recorded average labour productivity multiplied by the difference 
between the actual level of unemployment and the full employment level. 
Full employment was assumed to be the average unemployment rate 
prevailing in the 1960s. On this basis the “static” costs of unemployment 
in terms of foregone output amounted to $340 billion in 1981 for all the 
OECD countries (this includes Australia, New Zealand and Japan). 
OECD, The Challenge of Unemployment, A Report to Labour Ministers, 
Paris, 1982. 

74 Recently a number of articles have discussed the apparent reluctance 
on the part of governments to promote full employment. For example, 
see W. Albeda, “Reflections on the Future Full Employment”, Labour 
and Society, (Part I) vol. 7, No. 4, October-December 1982, (Part II) vol. 8, 
No. 1, January-March 1983; J. Meade, “A New Keynesian Approach to 
Full Employment”, Lloyds Bank, Review, No. 150, October 1983: 
“Towards Fuller Employment”, The Economist, 28 July, 1984 


A situation marked by rising unemployment, coupled with ac- 
celerating inflation led to stringent monetary policies to combat 
inflation. With the advent of Philipps curve analyses of the 
labour market there has been a shift from the view of full employ- 
ment as a paramount objective of economic and social policy to 
one emphasizing its inflationary aspects. The current use of the 
NAIRU as the definition of full employment implies that the 
proper role of government is to undertake policies ensuring a 
steady non-accelerating rate of inflation. The advantage of this 
approach is that it permits two policy objectives to be pursued 
jointly, that of lowering unemployment while simultaneously 
controlling inflation. However, there is no reason to assume that 
the NAIRU coincides with a socially optimal level of unemploy- 
ment. From a societal point of view even a level of unemploy- 
ment reduced to the NAIRU may still be unacceptable.’5 


The quantification of full employment can provide important 
inputs into macro-economic policy formulation and implemen- 
tation if based on explicit definitions, assumptions and esti- 
mation procedures. On the other hand, if based on a less than 
robust analysis it can lead to a further erosion of a full employ- 
ment goal. Despite the widespread use of the NAIRU as a 
measure of full employment there is a great deal of uncertainty 
concerning the relationship between inflation and unemploy- 
ment and the factors contributing to the growth of the NAIRU. 
While disproportionate increases in labour costs lead to a dete- 
rioration in the cost structure of firms, boosting inflation and 
accelerating capital labour substitution, it is difficult to distin- 
guish between the impact of real wage costs and fluctuations in 
aggregate demand on unemployment. Quite likely wage moder- 
ation in the presence of demand weakness may only have a small 
positive influence on the level of employment if not accom- 
panied by expansionary fiscal policies. Policy makers whose 
objective is the elimination of pockets of unemployment need to 
address the issues of separating the various causes of unem- 
ployment. If, for example, youths continue to suffer primarily 
from structural unemployment when full employment is 
attained, broadbased fiscal priming measures may only result in 
inflation. Labour market policies which alleviate a specific cause 
of unemployment can more effectively eliminate these pockets 
of unemployment. 


75 Тне Full Employment and Balanced Growth Act of 1978, more 
commonly known as the Humphrey-Hawkins Act, established a 4 per 
cent rate of unemployment in the United States as the official govern- 
ment definition of full employment—a target that most economists view 
as attainable only during an extreme economic boom. The unlikelihood 
of unemployment falling to 4 per cent was officially acknowledged in 
Economic Report of the President, Submitted to the Congress, February 
1984, which, in reporting the Administration’s economic assumptions for 
1984-1989, provides a revised timetable for progress towards the employ- 
ment goals of the Employment Act. According to the timetable, the 
unemployment rate is projected to fall to 5.7 per cent by 1989. This rep- 
resents an additional 1.7 per cent of unemployment, in excess of what is 
mandated by the Employment Act. For a discussion of the political de- 
velopments leading up to the enactment of the Act, see H. Ginsburg, Full 
Employment and Public Policy: The United States and Sweden, Lexington 
Books, Lexington, 1983 
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Chapter 3 


SOUTHERN EUROPE 


After growing by barely 0.6 per cent in 1983, total output in 
southern Europe’ increased by 2.7 per cent in 1984: there was a 
recovery ога mild acceleration in the rate of economic activity in 
all countries except Portugal. In contrast to 1983, GDP growth in 
southern Europe in 1984 was slightly above that of the more 
industrialized countries of western Europe (chart 3.1.1). An 


76 Southern Europe here refers to Greece, Portugal, Spain, Turkey and 
Yugoslavia. 


outstanding feature of developments in southern Europe has 
been the persistent fall in capital formation in all countries except 
Turkey. Not only has investment fluctuated more than in the rest 
of western Europe (see chart 3.1.1) but its influence on growth 
continued to be negative in 1983 and 1984: last year fixed capital 
formation in the region fell by about 6 per cent (see also chart 
3.1.2). This downward trend, which has lasted since 1979, is par- 
ticularly serious because of its effects on growth prospects. 


Although the volume of imports increased faster than in 1983, 


CHART 3.1.1. 


Average rates of change in GDP and its components in 
southern and western Europe, 1970-1984. 
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Indices of gross domestic product, gross fixed capital formation and exports of goods and services, 1975-1984 
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a more rapid increase in exports in 1984 led to a considerable 
reduction in the combined current account deficit of these coun- 
tries, from some $7.4 billion in 1983 to about $1 billion in 1984. 
The improvement in the current account stemmed mostly from 
commodity trade: the services account was less satisfactory in 
spite of a good year for tourism. 


Inflationary pressures increased in 1984: a modest deceleration 
of prices in Spain and Greece were more than offset by arenewed 
acceleration in the other three. Except for Portugal, where it 
changed little, unemployment increased everywhere in 1984. 
Unemployment remains a serious problem in southern Europe 
particularly in Spain and Turkey where unemployment rates are 
above or around 20 per cent of the active population. 


According to official forecasts the south European countries 
should expand in 1985 at a higher rate than in 1984 (by roughly 3.5 
to 4 per cent). The differences between the individual rates of 
growth of output is also expected to become smaller as lagging 
countries recover more rapidly than the others. 


The main support to growth in 1985 will come from domestic 
demand since a relative weakening of exports is expected. The 
improvement in domestic demand is expected to come from 


investment and, though with less dynamism, from private 
consumption. This pattern of recovery may lead to a widening of 
the current account deficit, but this should not be an increased 
constraint on policy in 1985. 


Inflation and unemployment remain considerable problems. 
Although inflationary pressures might be reduced slightly in 
1985, particularly in those countries with high rates of inflation in 
1984, the inflation rates in relation to the more industrialized 
western countries will still remain very high and require con- 
tinued policy efforts to reduce them. As for unemployment, the 
expected increases in output are not yet large enough (given 
existing productivity trends) to allow any significant reduction in 
the coming year. 


The first section of this chapter summarizes the economic 
effects and policy changes brought about by the oil price shocks 
of the early 1970s, since these provide an essential perspective for 
the discussion of more recent changes. This section is followed 
by an account of recent output and demand developments. 
Subsequent sections deal with recent developments in inflation, 
the labour market, trade and payments, and foreign debt. Finally, 
there is a short note on the particular problems of Yugoslavia. 


3.1 POLICIES AND POLICY ISSUES 


(i) Medium-term adjustments 


The recent evolution of the south European economies is in 
great part determined by the timing of their policies of adjust- 
ment to the first and second oil shocks. Past Surveys have given 
country-specific accounts of the policy measures taken after the 
first oil shock, but a common point to be stressed is that the 
adjustment measures were taken considerably later than in the 
more industrialized countries of western Europe. Comparing 
1974-1979 with 1970-1973, it can be seen that the decline in the 
growth of output was considerable in southern Europe (chart 
3.1.3) but nevertheless remained higher than in western Europe. 
In the first period total domestic demand increased in all five 
countries (including Yugoslavia) faster than output, but in the 
second period total output (except in Yugoslavia) increased more 
rapidly than domestic demand аз a result of the effort to displace 
resources abroad. In Greece demand-restraining policies had 
been introduced already in 1973 (aimed at checking an excessive 
housebuilding boom) and so a sharp decline in domestic demand 
had preceded the effects of the first oil price shock; but thereafter 
policies remained relatively easy until the end of the decade. 
Adjustment policies were introduced in Spain, Turkey and 
Portugal in 1977-1978. 


The second oil shock caught the south European countries at 
very different stages of expansion and policy stance. In 1980 
severely restrictive policies were also introduced in Turkey and 
Yugoslavia but there was a mild stimulus in Greece, Portugal and 
Spain. In 1982 Portugal and Spain were forced to adopt harsh 
adjustment policies. Taking the five countries together, the years 
1980-1983 are characterized by a further deceleration of output 
growth, from over 6 per cent in 1970-1973 and 5 per cent in 1974- 
1979 to less than 2 per cent in 1980-1983, and by an even more 
radical decline in the growth of total domestic demand, from 
8 per cent in 1970-1973 to less than 5 per cent in 1974-1979 and to 
less than one half of 1 per cent in 1980-1983. The adjustment was 
particularly severe in Yugoslavia where domestic demand 
declined during this period at a rate of 1.3 per cent per annum (it 
started to recover only in 1984). 


The component of domestic demand which was more severely 
affected by the restrictive policies of the late 1970s and early 
1980s was investment. After 1980 the contraction of investment 
and domestic demand was more severe than in the rest of western 
Europe. 


Chart 3.1.2 shows the evolution of GDP, investment and 
exports. For the region as a whole 1979 is the year in which 
external demand staried to expand faster than output and invest- 
ment started to fall. Nevertheless the timing of the “investment 
crisis” varies considerably among countries: the downturn is in 
1980 in Greece, 1983 in Portugal, 1978 in Turkey (where contrary 
to the other countries the trend is slightly upwards in the early 
1980s) and 1980 in Yugoslavia. Spain is a case apart insofar as 
capital formation has been on a virtually uninterrupted down- 


ward trend since 1975. The widening gap between the growth of 


total output and external demand is also shown very clearly in 
chart 3.1.2. 


The great vulnerability of the south European countries to the 
two major oil shocks of the 1970s was due to a variety of factors,” 


’For a discussion of these factors see Economic Survey of Europe in 
1982, United Nations, New York, 1983 


66 


but among the most prominent were their structural trade defi- 
cits and their relatively high dependence on energy imports. 
These factors made adjustment to the new situation much more 
difficult than for the industrially advanced western countries, as 
is illustrated by the fact that while for the latter a 5 per cent 
growth of their 1978 commodity exports would have been 
enough to eliminate their combined current balance, the south 
European countries would have needed almost a doubling of 
their commodity exports. 


These initial constraints have in turn led to others such as the 
high level of foreign debt and large public sector borrowing 
requirements. 


The foreign debt constraint’* has lately been tightening and 
derives from the increase in long and short-term capital borrow- 
ing from abroad, which rose from some $25 billion in 1975 to over 
$96 billion at the end of 1984. Because most of this foreign debt is 
denominated in US dollars, against which their currencies have 
depreciated sharply during the last six years, and average interest 
charges have increased rapidly, there has been a sharp and un- 
expected increase in the financial costs of domestic borrowers 
and a further strain on an already deteriorating current balance. 
From 1975 to 1983 the increase in southern Europe’s current 
account expenditure due to increases in average interest rates 
was about $5.5 billion, which was equivalent to about three quar- 
ters of their combined current account deficit in 1983. 


(ii) Recent developments by country 


Economic policy in Greece has maintained, in contrast to other 
south European countries, a relatively easy stance in spite of 
moves (starting in mid-1982) to stop the rising trend in public 
sector borrowing and to check an excessive growth of real wages. 
There were various attempts to tighten monetary and credit poli- 
cies during 1982-1984, but in spite of these M3 continued to 
increase more rapidly than monetary GNP in 1984 and real in- 
terest rates remained negative (although less so than in the past). 
(The 1983-1987 economic and social development plan proposed 
raising real interest rates to positive levels.) Nevertheless, the 
gap between inflation and interest rates is closing and recent data 
(for October 1984) show that short-term interest rates were 
nearly equal to the rate of inflation. The maintenance of a high 
level of employment continues to be an important policy target 
and in September 1984 measures to limit labour-shedding in 
medium and large-sized enterprises were reinforced.7? Never- 
theless the initial plan of creating 270,000 new jobs by 1987 has 
been reduced to 150,000. Also in contrast with policies in other 
southern countries is the fact that the public sector (including 
public enterprises) is to continue to play an increasing and stimu- 
lative role in the economy. The 1983-1987 plan announced the 
adoption of a “supply side” policy geared to development. In 
most western countries the “supply side” emphasis is normally 
associated with an enhancement of the role of the private sector 
and a vigorous rejection of the economic role of the state but in 
Greece, strategies aimed at increasing productivity and economic 


78 See also section 3.6 below. 


7) Measures were also taken to subsidize tourist enterprises which 
remain open during the “low” season. 
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CHART 3.1.3. 
Average rates of change in GDP and its Components in south European countries, 1970-1984 
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efficiency in general are combined with an increasing role for the 
public sector, particularly in “high-risk” areas which private 
capital tends to avoid. The contrast between the economic poli- 
cies of Greece and those of other south European countries is 
also reflected in the greater use of direct controls to fight growing 
economic imbalances (for example, the increase in excise duties 
on certain imports to limit their growth) and a reluctance to 
reduce the extent of administered prices in the public sector. 


Economic policies are expected to remain basically unchanged 
in 1985. The 1985 budget envisages a nominal increase in expen- 
diture of 27 per cent and in receipts of nearly 30 per cent, which 
would leave the state deficit virtually unchanged at a little more 
than 10 per cent of GDP. As in other south European countries, 
the interest charges on the state debt will increase particularly 
rapidly (by 46 per cent). Inflationary pressures are expected to 
ease slightly. The target rate of increase in consumer prices for 
1985 is put at 16 per cent (December to December). This target is 
the same as that for 1984 which was exceeded by two points. The 
current balance is expected to remain at the same level as in 1984 
and total demand growth to accelerate slightly, led by foreign 
demand, public sector consumption and investment. Private 
investment is likely to remain sluggish and private consumption 
to grow at the same moderate rate as in 1984. The targets most 
open to doubt are those for inflation and employment: labour 
costs will probably continue to increase rapidly (an increase in 
public sector salaries of nearly 25 per cent is foreseen which will 
have obvious repercussion on the private sector) and past 
exchange rate depreciations (18 per cent in 1983 and 14 per cent 
through November 1984) may ensure that imported inflation will 
remain strong in 1984. As for employment, the weakness of pri- 
vate investment and the attempt to limit the increase in the pub- 
lic sector deficit may result instead in an increase in unemploy- 
ment. 


Developments in Portugal in 1984 continued to be determined 
by the restrictive economic policy adopted in 1983. In 1982 the 
current account deficit was $3.2 billion (13.5 per cent of GDP), 
compared with a virtually balanced account in 1979. This sharp 
deterioration resulted from both domestic and external factors. 
Domestically, there was no adjustment to the second oil price 
shock and, up to 1982, demand continued to increase at rates well 
above those prevailing in the more industrialized countries. But 
the situation was aggravated by sluggish or falling foreign 
demand, a rise in world interest rates and the appreciation of the 
US dollar. In early 1983 the country faced significant external 
financing difficulties, resulting in sizeable losses of official 
reserves. The improvement of the external position therefore 
became the main policy objective. By mid-1983, the government 
embarked on a stabilization programme supported by a stand-by 
arrangement with the IMF. The programme was intended to 
reduce the current account deficit to 9 per cent of GDP in 1983 
and 6 per cent in 1984. The strategy, designed to cut domestic 
demand and promote foreign exchange earnings, included: (a) a 
12 per cent devaluation of the escudo in June 1983, followed by a 
continuation of the policy of a “crawling peg” depreciation 
against a basket of currencies; (b) increased interest rates (in 
August 1983); (с) tax increases equivalent to about 1 per cent of 
GDP, sharp increases in administered prices of essential goods 
and of public services, and cuts in the public investment 
programme; (d) a reduction in the deficits of public sector enter- 
prises; and (e) a marked deceleration in the growth of total liquid- 
ity in the economy. 


During 1984, monetary and fiscal policies remained fairly tight, 
although some indicators suggest some relaxation: the import 
surcharge that had been raised to 30 per cent in 1983 was rolled 
back to 10 per cent and external credit expanded again, as new, 


large loans were obtained in July and August 1984. The outcome 
of these policies was a substantial drop in the external deficit as 
well as a reduction in the public sector deficit. 


The current account deficit was $1.6 billion (7 per cent of GDP) 
in 1983 and is estimated to have been about $700 million (or 2 per 
cent of GDP) in 1984. The public sector deficit fell from 22 to 15 
per cent of GDP between 1982 and 1983 but in 1984 there seems 
to have been no further significant change. However, unemploy- 
ment rose (by at least 1 percentage point) and the rate of inflation 
increased from 25 per cent in 1983 to about 30 per cent in 1984, 
partly due to the reduction of state subsidies to essential goods 
and services. 


Economic policy in 1985 may be somewhat less restrictive than 
in 1984 and credit is expected to grow more than in 1984. Dom- 
estic demand is expected to improve, due to a small rise in both 
fixed investment and private consumption. Some reconstitution 
of stocks might also contribute to GDP growth. As a result 
domestic demand is expected to increase by 3 per cent, the first 
tise since 1982. Export demand is likely to remain lively, but as 
import demand is also expected to recover the foreign sector is 
not expected to give a significant contribution to GDP growth. 
Consumer price inflation is expected to slow down to an annual 
rate of about 20 per cent. The unemployment rate will probably 
stabilize at around 10 per cent and the balance on current account 
is forecast to be in deficit by about $1 billion, or 5 per cent of 
GDE 


In Spain, policies to keep the cash deficit of the central govern- 
ment at a little more than 5 per cent of GDP and to enforce strict 
control over monetary aggregates have been successful. How- 
ever there has been some relaxation insofar as interest rates in 
the money market at the end of 1984 were some 8 points below 
the levels of a year earlier. 


Economic policies for 1985 assume a growth of GDP of 3 per 
cent, due mainly—and in sharp contrast with 1984—to an expan- 
sion of domestic demand of 2.4 per cent, a further improvement 
(equivalent to 0.6 per cent of GDP) in the external sector, and a 
continued reduction in the rate of inflation. Growth in 1985 
should thus be sustained by consumption and investment. 
According to official forecasts, nominal disposable incomes 
should increase in 1985 by 9.2 per cent or 1.2 per cent in real 
terms. Gross domestic fixed capital formation should increase 
by 4.2 per cent, supported by a continued increase in the financial 
surplus of enterprises (resulting from the wage moderation 
agreements signed in October) $0 and from a decline in the real 
interest rate from 3.5 per cent in 1984 to 2 per cent in 1985. 
Although monetary targets for 1985 have not been announced it 
is clear that the intention of Spanish policy-makers is to ease 
monetary policies. Fiscal policy, however, will remain restrictive 
as the reduction of the public sector deficit is still a major pri- 
ority.3! 


Austere fiscal policies in 1985 will be combined with a 
sustained effort at structural reform of both the public and pri- 
vate sectors. The introduction of better management methods, 
increases in administered prices and the closing of inefficient 
plants had already led to a substantial decline in the 1984 operat- 
ing deficit of the large state industrial holding company, INI 
(National Institute of Industry), and a plan to close the most 
uneconomic railway lines in the national network is being imple- 
mented. Policies towards the private sector have included incen- 


80 The largest trade unions organization has however not signed this 


tripartite agreement. 

8!Ministerio de Economia у Hacienda: Programa economico a medio 
plazo 1984/87. “Evolucion general у proyecciones de la economia espa- 
nola”, and “Reformas estructurales e institucionales”. 
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tives to industrial branches (such as shipbuilding or steel) to 
reduce capacity and employment: it has been estimated that the 
necessary reductions in the “labour surplus” branches have 
already reached 76 per cent of the target set. It is expected that 
part of the employment losses of the first stage of industrial 
restructuring will be offset by new jobs in the “ZURs” (zones of 
urgent re-industrialization), in which subsidies may cover up to 
30 per cent of investment, and by the intensification of efforts to 


attract foreign direct capital investment (which increased rapidly 
in 1984). 


The medium-term (1984-1987) economic programme for the 
structural reform of the economy does not set employment 
targets but only alternative employment scenarios depending on 
the evolution of output and productivity trends, the results of 
which are rather pessimistic since substantial employment cre- 
ation would require considerably higher rates of output growth 
than in the recent past and lower rates of labour productivity 
growth. 


Economic developments in Turkey in recent years have been 
greatly influenced by the introduction of an economic stabiliz- 
ation plan in early 1980,82 supported by a three-year stand-by 
agreement with the IMF (approved in June 1980) which gave 
priority to the correction of a critical external imbalance and the 
strengthening of the market mechanism as the means of achiev- 
ing a more efficient distribution of resources. 


After declining in 1980, GNP increased by over 4 per cent in 
both 1981 and 1982. Inflation fell from over 100 per cent in 1980 
to below 30 per cent in 1982, and the current account deficit was 
reduced from 6.2 per cent of GNP in 1980 to 2.2 per cent in 1982. 
The shift of resources abroad implied that real total domestic 
demand remained weak, declining in 1980 and growing by less 
than 3 per cent in 1982. Exports (of goods and services), boosted 
by devaluation, expanded in volume by 62 per cent in 1981 and by 
36 per cent in 1982. In these two years, the foreign balance contri- 
buted 2.4 and 1.7 percentage points respectively, to the growth of 
GNP. With exchange rate and interest rate adjustments en- 
couraging workers’ remittances, and despite a further deterio- 
ration in the terms of trade and a 12 per cent increase in the 
volume of imported goods, the current account deficit was 
reduced to 3.9 percent of GNP in 1981 and to 2.3 per cent т 1982. 


At the beginning of 1983, Turkey had eliminated virtually all 
external debt arrears incurred before 1980 and enjoyed renewed 
creditworthiness in the international capital markets, but it was 
felt that the healthy external position needed to be consolidated 
in view of the still large requirements for servicing the foreign 
debt. On the domestic side, demand pressures were more under 
control but inflation, although on a downward trend, was still 
quite high and the moderate output growth achieved was proving 
insufficient to reduce unemployment. During 1983 the economy 
suffered serious setbacks in respect of inflation and the balance 
of payments, mainly because the authorities hesitated to tighten 


82 See, Economic Survey of Europe in 1980 and Economic Survey of 
Europe in 1981. 


monetary and fiscal policies. The growth of real GNP deceler- 
ated to 3.2 per cent reflecting a bad harvest and lower export 
growth. An acceleration in the growth rate of final domestic 
demand (to 4.2 per cent) was led by private consumption which 
quickly responded to an increase in real disposable income. 
There was a sharp increase in imports, a decline in workers’ 
remittances (discouraged by falling domestic real interest rates), 
and the current account deficit increased to 4.3 per cent of GNP. 
Fixed investment decelerated as public fixed investment growth 
was reduced because of budgetary restraint. Inflation started to 
pick up, especially towards the end of the year, when wholesale 
prices were 40 per cent higher than 12 months earlier. 


In November 1983 the new administration embarked опа new 
stabilization programme. At the government’s request the exist- 
ing stand-by arrangement with the IMF was cancelled in April 
1984 and replaced by a new one lasting for a year. The principal 
elements of this programme were: (1) asharp reduction in lending 
by the Central Bank leading to a return to positive real interest 
rates; (ii) a substantial reduction in the budget deficit and in 
budgetary transfers to the State Economic Enterprises (SEEs); 
(iii) structural adjustments, including reorganization of SEEs’ 
operations with more emphasis on efficient management and 
flexible pricing policies; (iv) liberalization of the external sector 
and the introduction ofa flexible exchange rate policy to promote 
efficient resource allocation and competitiveness. 


Economic policy is likely to remain restrictive in 1985, with 
emphasis on reducing further the current external deficit and 
lowering domestic inflation. In 1985 GNP is expected to increase 
by 5 per cent and total domestic demand by 4 per cent. Gross 
fixed investment is expected to grow by 6 per cent (private invest- 
ment growing by 7 per cent) and be the most dynamic component 
of domestic demand. However, given the fairly low levels of 
capacity utilization and the restrictive policy stance, the target for 
gross fixed capital formation may be optimistic. The current 
account deficit is forecast to narrow slightly, influenced by 
export-promoting fiscal and monetary policies. Inflationary 
pressures from import prices will continue due to the depreci- 
ation of the lira, while wage costs are difficult to forecast given 
the present high levels of inflation and the limited success of 
wage guidelines in the past. According to the 1985 annual plan, 
the increase in consumer prices is expected to decelerate rapidly, 
to 35 per cent for the year as a whole. 


Recent economic policies in Yugoslavia have been largely 
determined by the stabilization measures taken from 1981 
onwards which were aimed essentially at restoring external 
balance. The policies followed have succeeded in the attainment 
of this objective but at a high social cost of declining consump- 
tion and rising unemployment. The recent aggravation of in- 
flationary pressures will continue to call (as in 1984) for policies 
of restraint combined with other measures designed to improve 
the productive and allocative efficiency of the economy. In 1985, 
led by exports, output growth is forecast to accelerate to more 
than 3 per cent; employment is expected to grow slightly and 
inflation to decline. (See below for a separate note on Yugo- 
slavia.) 


3.2 RECENT CHANGES IN OUTPUT AND DEMAND 


The principal features of recent developments in output and 
demand are found in most of the countries of southern Europe: 
these are the strong contribution of exports to growth during 
1983-1984, the weakness of investment (which fell 10 per cent 
during the last two years) and, on the output side (table 3.2.1), 
higher agricultural output in 1984 and low levels of construction 
(negatively influenced by low demand and rising real interest 
rates). 


Following three years of virtual stagnation economic activity 
seems to have recovered moderately in Greece in 1984. Available 
output data cover mostly the first half of the year but it seems 
clear that the agricultural sector has improved, confirming the 
usual two-year cyclical pattern. During the first half of the year 


agricultural output increased by over 8 per cent and partial indi- 
cators show that this favourable trend might have continued, 
although perhaps less strongly, during the second half of the year, 
when the main harvests are gathered. The recovery of industrial 
production, which started slowly in the third quarter of 1982, 
seems to have continued steadily and perhaps accelerated in the 
second half of the year. Industrial output increased during the 
first half by nearly 2 per cent but manufacturing proper increased 
very little (by less than 1 per cent). Construction activity ex- 
panded during the first half of the year by over 2 per cent, a slow- 
down on 1983. The dwelling sector has been adversely 
influenced by rising interest rates and by rapidly rising costs, 
while public works and “other building” fared considerably 
better. The service sectors seem to have increased roughly in line 


TABLE 3.2.1 


Annual changes in output in the south European countries 
(Annual percentage changes, at constant prices) 


1970- 1974- 
1973 1979 1980 1981 1982 1983 1984 
Стеесеа 
Gross domestic product at factor cost. 8.4 Bye 2.1 —0.2 — 0.3 2 
of which: 
Agriculture . 4.5 1.0 12.8 —1.6 32 —6.0 8.7 
Industry Beall 4.7 0.7 —1.1 -3.0 0.2 ja 
Construction 7.3 0.5 —13.6 —8.3 —8.0 4.5 2.0 
Services 8.0 4.8 2.3 1.5 1.4 1.6 2.0 
Portugal» 
Gross domestic product at factor cost. 92 2.9 4.1 0.8 355 = —].6 
of which: 
Agriculture . 17 —1:0 0212 8.0 —4.0 6.0 
Industry 10.5 3.0 3.9 1.3 3.6 1.4 —2.0 
Construction 10.5 0.8 7.9 4.0 2.0 —3.0 -8.0 
Services 10.5 4.5 5.0 4.0 3.4 —0.4 —1.7 
5рат‹ 
Gross domestic product at factor cost. 6.8 2.7 №5 — 0.3 jes 2.0 25 
of which: 
Agriculture . 3.4 1.6 8.8 —10.1 1.9 4.0 7.8 
Industry 9.9 2.6 0.4 0.5 —0.5 2:5 3.0 
Construction 41 —2.3 —1.7 —2.5 DES —0.5 —4.0 
Services 6.0 3.8 Ne? 1.4 72 1.6 2.5 
Тигкеу 
Gross domestic product at factor cost. 6.1 5.9 —1.0 4.7 4.3 3.8 5.8 
of which: 
Agriculture . 12 5 1.7 0.1 6.4 —05 4.1 
Industry 7.9 6.4 —5.9 7.6 4.6 7.6 8.9 
Construction 4.6 6.1 0.8 0.4 0.5 0.6 0.3 
Services 8.7 5.8 —0.2 5.6 33 4.0 $ 
Yugoslavia 
Gross domestic product4 at factor cost . 5.7 6.3 р 1.4 0.7 —1.3 Я 
of which: 
Agriculture . 4.5 2.4 — 1.4 (hs Sk = 
Industry ee ee ve 7.4 7.9 4.2 4.2 0.1 13 5.8 
Consinictionam em 6 оборо ров а 1.1 8.6 4.6 7.8 1357 9.6 
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Sources: National Accounts of OECD Countries; OECD Economic Surveys, ECE secretariat estimates; and Greece—Bank of Greece 
Monthly Statistical Bulletin. Portugal—Banco de Portugal , Relatorio do conselho da administracgo, annual issues. DCP, Grandes Opcoes ma 
1985 and direct communication to ECE secretariat. Spain—INE, Contabilidad Nacional de Espana, annual issues. Turkey—Ministry of 
Finance, Yillik Ekonomik Rapor, annual issues. Ministry of Commerce, Konjunktiir 1978 and 1979-80 T.C. Resmi Gazete, 1] ВО: 


1976 
аПа(а by sectors cover only the first half of 1984 
51980-1984 at market prices 


с Except for agriculture, sectors are secretariat estimates 


dy р a : 
Yugoslav definition, i.e. excluding non-material services and including turnover tax 
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with the economy as a whole, mainly because 1984 was a good 
year for tourism. 


| After a very large fall in 1983, total domestic demand probably 
increased slightly in Greece in 1984. The increase stems from 
small improvements in the growth of private consumption and, 
possibly, of public demand, and also froma slight upturn in gross 
fixed capital formation after four years of decline. The increase 
in private consumption has been influenced by increases in real 
earnings and redistributive policy measures.®3 


Gross fixed capital formation increased, but this was mainly 
due to the public sector since private residential and business 
investment continued to fall. New incentives to productive 
investment, reinforcing those of the 1982 law, were introduced in 
September but obviously these can only yield results in 1985. 
According to latest (OECD) estimates, the most rapidly growing 
component of demand in 1984 (as in 1983) was exports of goods 
and services (which rose by 8 per cent). Domestic demand has 
nevertheless been negatively influenced by increasing interest 
payments abroad and a sharp decline of worker remittances: 
these two factors combined have brought about a sizeable 
decline in net factor income from abroad.84 


According to recent estimates 85 GDP in Portugal in 1984 fell 
by 1.6 per cent following zero growth in 1983. The influence of 
restrictive policies, which prevailed in 1983, seems to have 
weakened during the second half of 1984. As in the rest of 
southern Europe, growth in 1984 was helped by good harvests. 
Industrial output was hit by a large (6.6 per cent) decline in total 
domestic demand which could only be partly offset by buoyant 
foreign demand. Following closely the movement of demand, 
the industrial production index shows that branches producing 
investment goods were those most affected by the deep re- 
cession. 


As the result of a sharp drop in real disposable income (in turn 
the result of the stringent policies introduced in late 1983),86 total 
domestic demand continued to fall in 1984 (the cumulative 
decline in the last two years being over 13 percent). Of the vari- 
ous components of domestic demand only government 
consumption increased in 1984, but by considerably less than in 
1983. Private consumption fell due to a sharp decline in real 
wages. Fixed investment fell in 1984 by 20 per cent and private 
investment by 25 per cent. (The decline affected all categories of 
investment goods with machinery particularly hard hit.) 
Destocking also depressed the growth of total demand but by 
proportionately much less than in 1983. Foreign demand was the 
most rapidly expanding sector of final demand in 1984 but 
whereas in 1983 it had prevented a fall in GDP this was not 
possible with its more moderate rate of expansion in 1984. 


There was a mild recovery in Spain in 1984. The current 


83 Industrial workers’ hourly earnings at the end of the second quarter 
of 1984 were over 28 per cent higher than a year earlier and average 
monthly earnings of employees 22 per cent; the equivalent period 
increase in the consumer price index was 19 per cent. Earnings in the 
retail sector increased even faster and only construction workers’ 
monthly earnings seem to have lagged much behind consumer prices 
The policies of wage indexation, in force since 1982, which foresaw full 
maintenance of real earnings for only the lowest paid workers seem to 
have been only partially enforced. Retail sales, in volume, confirm the 
recovery of consumer demand since the index increased by 4 and 3 per 
cent during the first and second quarters of 1984 over the same quarters of 
the previous year. 

84 In an attempt to stop the decline in remittances, higher interest rates 
were introduced in November 1984 in order to attract greater deposits by 
emigrant workers. 

85 By the Central Planning Department. 

86 Introduced in close co-operation with, and embodied in a letter of 
intent to, the IMF of September 1983; subsequently revised by a new 
policy statement in July 1984. 


account deficit was eliminated, inflation fell and there was 
progress in limiting the public sector deficit. However, labour 
market conditions deteriorated further and productive invest- 
ment failed to revive. On the basis of preliminary estimates, 


GDP is expected to have grown by 2.5 percent, only slightly more 
than in 1983. 


As in the other south European countries, agricultural output 
contributed to the growth of incomes and total output. For the 
first time in many years there was a small agricultural trade 
surplus during the first nine months of 1984. 


The evolution of industrial output is more uncertain. The 
index of industrial production, increased by only 1.3 per cent 
(January-October) but other indicators (industrial consumption 
of electricity, steel production, order books) point to an increase 
of nearly 3 percent. The decline in the construction sector inten- 
sified in 1984 and most indicators point to a fall in output of about 
5 per cent. Finally the output of the service sectors may have 
increased roughly in line with GDP: it was a good year for tour- 
ism and there was continued expansion in the public services. 


Changes in the components of demand in 1984 have been esti- 
mated on the basis of the (fairly similar) forecasts of the Bank of 
Spain and the Ministry of economy and Йпапсе.87 


Private consumption probably fell by about 1 per cent in 1984. 
This is obviously due to the decline in nominal and real wages 
and salaries, and a 2.5 per cent drop in employment. Public 
consumption probably continued to increase although at a 
slightly lower rate than in 1983; it was the only component of final 
domestic demand to increase. 


Gross fixed capital formation continued to fall for the third 
consecutive year, thus prolonging the downward trend which has 
lasted since 1975 and reduced the levels of investment to almost 
15 per cent below those in 1974. The fall in fixed investment in 
1984 was due to private investment since public investment stag- 
nated. Investment in plant fell rapidly (by 4 to 5 per cent), but 
investments in machinery may have increased slightly (from 1 to 
2 per cent). Stock changes are uncertain: according to official 
sources they declined in 1984, but the improvement in agricul- 
tural output, as well as the actual October data for industrial 
stocks, point in the other direction. 


The available estimates point to a contraction of domestic 
demand of around 1 percent in 1984, which is more than offset by 
an exceptional growth of foreign demand. Exports of goods and 
services may have increased in real terms by 16 to 18 per cent and 
the net contribution of the external sector to growth in 1984 
appears to have been equivalent to about 3 percentage points of 
GDP in 1983. Аза result the domestic saving ratio increased 
considerably and exceeded the gross national investment ratio. 


The increase in national savings is due in great part to the 
prolongation and intensification of policies favouring the гесоу- 
ery of the gross operating profits of enterprises: these may have 
increased their share of GDP by about 1.2 percentage points. 
Insofar as this redistribution of income corresponded with an ex- 
ante target, as is the case in Spain, economic policies might be 
regarded as being successful, but the question still remains open 
as to whether these policies are most appropriate to the economic 
and social structure of Spain.% 


87 Banco de Espana: Boletin Economico: October 1984 and Ministerio 
de Economia у Hacienda, Nota Economica, January 1985. After this chap- 
ter was completed a new estimate, of 2 per cent GDP growth in 1984, was 
released by the Spanish National Institute of Statistics (March 1985). 

88 The implicit model in this set of policies has been recently chal- 
lenged by an econometric study carried out under the aegis of the Center 
of Studies and Planning (Barcelona) by Professors Garrido, Sanroma and 
Trillén. 
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Output growth accelerated in Turkey in 1984 thanks to good 
export growth and increased agricultural output. Output in all 
sectors exceeded the target growth rates for the year as a whole. 
The only sector where growth decelerated was construction. 


Total domestic demand, which had recovered strongly in 1983, 
accelerated slightly in 1984. While the rise in public consump- 
tion was faster than in 1983, private consumption grew at the 
same pace (by about 5 percent). Private consumption and invest- 
ment were again the most dynamic components of domestic 
demand. Most of the private investment was concentrated in the 
export-oriented industries and in agriculture. For the first time 
since 1980, public investments fell in 1984 as the result of efforts 
to reduce the public sector’s share of manufacturing. The growth 
of public sector investment has in fact decelerated continuously 
since 1981. Foreign demand also contributed significantly to the 
growth of GNP in 1984 (more than 1 percentage point) due to 
sharp export growth. 


After four years of declining growth rates and a minor contrac- 
tion of output in 1983, there was a revival of economic activity in 
Yugoslavia in 1984 discussed more fully below. The growth in 
Output was sustained by external demand with exports increasing 
by almost 13 per cent in volume. There was a particularly sharp 
decline in investment which has now fallen for five consecutive 
years. Total domestic demand however is thought to have stag- 
nated due to restocking. On the output side the export-led recov- 
ery was mostly reflected in a growth of industrial output (by 
almost 6 percent). Agricultural output recovered slightly but the 
construction sector followed the trend of investment demand 
and sharply declined. 


Data on industrial capacity utilization for south European 


countries are less reliable than for the advanced industrial coun- 
tries. The large number of small semi-artisanal industrial enter- 
prises is either insufficiently covered by the enquiries or insuf- 
ficiently represented in the results due to low response rates. 
Capacity margins seem nevertheless to remain wide and hence 
capacity constraints have not impeded output growth in any of 
the southern countries. For Portugal, capacity utilization data 
show a virtually uninterrupted fall since the second quarter of 
1980. Latest data (for the second quarter of 1984) show a rate of 
75 per cent. Capacity utilization, lowest in the investment goods 
industries, thus followed slack investment demand, but a small 
recovery seems to have taken place among intermediate goods 
producers. 


For Spain seasonally-adjusted data on capacity utilization 
show a clear downward trend, with minor fluctuations, since the 
second quarter of 1982. The overall trend is largely determined 
by the precipitous fall in the capacity utilization rate in the in- 
vestment goods industries (from 84 per cent in the last quarter of 
1982 to 70 in the same period of 1984). A minor recovery appears 
to have occurred in the consumer goods industries in 1984. 


In Turkey the main data available on capacity utilization are 
quarterly figures published by the Istanbul Chamber of Industry. 
Although available time series are not fully comparable, the data 
show a rapidly rising trend from a low point of 45 per cent in 1979 
to 73 per cent in the first quarter of 1984. Three sectors continued 
to register low ratios: forestry products, capital goods, and 
machinery and basic metals. The highest rates were in food and 
textiles, both branches operating at around 75 per cent of ca- 
pacity. The rising trend probably continued throughout 1984— 
particularly in exporting branches. 
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Inflationary pressures in the southern European countries 
continued at high levels in 1984 and worsened during the year in 
three of them (Portugal, Turkey and Yugoslavia). The weighted 
average rate of increase in consumer prices in the five south 
European countries accelerated from 21 per cent in 1983 to over 
25 per cent in 1984, compared with a deceleration from 7 to less 
than 6 per cent in the more industrialized countries of western 
Europe. The acceleration of inflation in southern Europe in 1984 
is disquieting since it took place in a year in which agricultural 
supplies improved, and in which the depreciation of national 
currencies in the exchange markets was smaller (except for 
Turkey) than in 1983. Due to the normal lags, the currency 
depreciation element of imported inflation moderated in the 
second half of the year. 


Inflationary pressures decelerated slightly in Greece though 
they still remained high (table 3.3.1). The slowdown partly 
resulted from a lower rate of effective exchange rate depreci- 
ation, and also to the restraining effect of wage indexation on 
wage costs. Other factors seemingly did not alter much in 1984. 
Inflation is expected to decelerate further in 1985 if these 
influences persist; it is expected to fall to 16 per cent—2 percent- 
age points below its 1984 level. 


The inflation rate in Portugal accelerated in 1983 and 1984. The 
movement was particularly strong in the second half of 1983, and 
in the first quarter of 1984 it reached an annual rate of 34 percent. 
This resulted mainly from increases in administered prices anda 
sizeable devaluation of the escudo. Inflation slowed down in the 
second half of 1984 and during the last quarter of the year 
declined to an annual rate of 26 per cent. For the year as a whole 
inflation was about 30 per cent. 


Import prices contributed over a quarter of the inflation in 
1983. This can be attributed entirely to the depreciation of the 
escudo, since dollar import prices fell (the depreciation of the 
escudo оп its own accounted for as much as 37 per cent of the rise 
in consumer prices in 1983). Factor incomes other than wages 
contributed about one third and labour costs were responsible 
for some 29 per cent. The remaining 11 per cent was accounted 
for by rising indirect taxes. The escudo depreciated less in 1984 
than in 1983. As nominal wages rose less in 1984 than in 1983, 
their contribution to inflation was also probably smaller than in 
the previous year. Therefore, the acceleration of the inflation 
rate in 1984 was due to non-wage incomes—particularly the rising 
enterprise surplus—and by higher net indirect taxes resulting 
from cuts in state subsidies. 


TABLE 3.3.1 


Annual price change in southern Europe 


(Percentages) 
1970-1973 1974-1979 1980 1981 1982 1983 1984 
Greece 
GDP deflator (at market prices) . По 15.5 ТУТ 19.3 24.6 19.8 18.0 
Wholesale prices: Total . 9.1 16.4 28.4 25.9 16.0 19.8 21.6 
Consumer prices: Total 6.5 16.2 24.9 24.5 21.0 20.5 18.5 
Food . 8.4 16.7 27.6 30.1 216) 18.1 18.3 
Portugal 
GDP deflator (at market prices) . 6.1 20.1 19.4 18.3 222, 23.4 26.6 
Wholesale prices: Total . 5.6 25.1 6.5 DES 19.1 25.0 29.0 
Consumer prices: Total 8.7 29 16.6 20.0 22.4 SS) 29.5 
Food . 8.2 27.0 10.4 19.5 24.1 25] 33.0 
брат 
GDP deflator (at market prices) . 8.8 18.3 13.9 13.6 13.7 11.8 10.5 
Wholesale prices: Total@. a 14.76 17.4 5:7 12.2 14.2 13.2 
Consumer prices: Total 8.4 18.4 15.5 14.6 14.4 Я) tits} 
Food 8.3 И 9.1 13.6 15.0 10.7 WAS) 
Turkey т 
GDP deflator (at market prices) . 16.9 33.4 102.3 42.0 28.0 28.3 43.9 
Wholesale prices: Total . у: 52] 107.2 36.8 Den 30.6 52.0 
Consumer prices: (Total . 1385 31.4 116.6 35.9 27.1 28.0 
Old series:° (Food . 13:2 32.3 106.7 40.7 29.0 29.6 Le 
New series:? (Total. 31.4 48.4 
(Food . 26.1 57.1 
Yugoslavia | 
GDP deflator (at market prices) . 153 16.5 30.0 40.1 31.7 40.4 52.0 
Cost of living . =p ea On are Re aa 30.3 40.7 S17 40.9 53.4 
a 
‘ources: JDP deflator, as for table 3.2.1. For wholesale and consumer prices, ILO Monthly Memorandum on Consumer Prices 
о а а 1985: апа Greece—Bank of Greece, Monthly Statistical Bulletin, Portugal— Instituto nacional de 
estatistica, Boletim mensual de estatistica, Banco de Portugal, Boletim trimestral, DCP direct communication to ECE SUN Seat 
Instituto nacional de estadistica, Boletin mensual de estadistica, indice de precis industriales indice de precios de consumo, Turkey—State 


Institute of Statistics, Toptan Esya ve Tiiketici Fiyatlari Aylik Inde 
а | пдех of industrial prices 
5 1975-1979 
с Ankara. 


9 Total urban areas 


73 


“ks Biilteni; Yugoslavia, Statistical Yearbook 1982 and subsequent issues 
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Since 1982, the rise in nominal wages has clearly fallen behind 
the inflation rate, entailing a sharp deterioration in real wages. In 
1983 they declined by nearly 6 per cent and, probably, by 12 per 
cent in 1984. 


All available indicators point to a further but minor deceler- 
ation of price increases in Spain during 1984. The consumer price 
index, which grew at an annual rate of 13 percent in the first quar- 
ter, decelerated to a year-on-year rate of less than 10 per cent in 
the last quarter of 1984. The distribution of inflationary pressure 
among its various cost elements changed considerably between 
1983 and 1984. Unit wage costs and import prices, which had 
accounted for 33 and 37 per cent respectively of the price increase 
in 1983, contributed 21 and 18 per cent respectively in 1984. The 
effect of indirect taxation on the other hand increased from 6 to 
9 per cent. The role of the gross enterprise surplus rose from 31 
per cent in 1983 to 51 per cent in 1984 and was the main factor 
underlying the price increase in the latter year. Unit labour costs 
are estimated to have increased by 5.5 per cent in 1984 compared 
with 10 per cent in 1983, while import prices, which increased by 
20 per cent in 1983, rose by 10 percent in 1984. The medium-term 
programme foresees some further deceleration of inflation in 
1985. This is likely to be concentrated in the second half of the 
year since many administered prices were increased during the 
first quarter of 1985. 


Inflation in Turkey accelerated to a very high rate in 1984 (44 
per cent as measured by the GDP deflator). Data on the different 
cost elements underlying price changes are scanty. However, 
unlike other countries of the group, the import price element 
probably continued to exert an increasing influence in spite of 


the relatively closed character of the Turkish economy.*? The 
effect of net indirect taxes should also have acted in the same 
direction; many of the administered prices for primary products 
and basic services sold by the public sector were increased in an 
attempt to restrict the growth of the budget deficit while avoiding 
tax increases. Data on wages and salaries, although their cover- 
age is very limited, point clearly to a big decline in real earnings. 


Based on data which are very limited in coverage,” the average 
daily wages of insured workers increased by about 37 and 40 per 
cent in 1983 and 1984 respectively. Thus, while real wages 
improved in 1983 after deteriorating since 1980, they fell sharply, 
by about 10 per cent, in 1984. 


In Yugoslavia inflationary pressures accelerated during 1983 
and 1984 and prices rose at very high rates. Unlike the other 
southern countries, every major cost element including import 
prices contributed to the acceleration. Non-wage labour costs 
seem to have increased somewhat more rapidly than wage costs 
per unit of output. The incomes policies introduced in 1980 and 
1981 have thus yielded disappointingly small results.?! 


89 The Turkish lira was devalued by 34 per cent vis-a-vis the dollar in 
1983 (end December 1982/83) and by 36.4 per cent in 1984, but no data оп 
the effective rates of lira depreciation are available. 


90 The main wage and salary data are published by the Social Insurance 
Institute which is restricted to workers covered by the Social Insurance 
System. They account for only about 12 per cent of total employment and 
30 per cent of employment in the non-agricultural sector. 

91 See section below on Yugoslavia for a discussion of structural 
aspects of this problem. See also OECD, Economic Sune, Yugoslavia, 
Paris, December 1984. 


3.4 EMPLOYMENT AND UNEMPLOYMENT 


The coverage of employment statistics differs substantially 
between countries in southern Europe; even within individual 
countries, changes in definitions and methodology are frequent 
and mar the comparability of time series. Moreover “informal” 
labour markets, underemployment and segmentation in these 
countries are much more extensive than in the industrially 
advanced western countries. Thus comparisons of absolute 
levels of employment and unemployment among countries is 
risky and the data available can only be used to illustrate trends 
over time in an individual country—or, at best, to give rough 
orders of magnitude between countries (see table 3.4.1).% 


In Greece available data for 1984 show that, despite increases in 
public sector employment and the maintenance of employment 
in medium and large manufacturing enterprises, unemployment 
continued to increase. The Labour Force Employment Organ- 
ization index for August 1984 was nearly 29 per cent above its 
year-earlier level, and it has been officially estimated that the real 
unemployment ratio could have reached about 8 per cent of the 
active population by mid-year. 


Labour market trends in Portugal continued to be unfavour- 
able in 1984. Employment declined significantly in 1983, particu- 
larly in the second half of the year, and the fall continued in the 
first quarter of 1984. Data for the second quarter suggest that 
employment stabilized in all sectors except construction, where 
the number of workers continued to fall. By mid-1984, employ- 
ment in manufacturing and in services was 2-3 per cent below the 
mid-1983 level. Full-year estimates which refer to employment 
in all sectors and includes a 2 per cent drop in agricultural 
employment, put total employment at some 1 per cent below the 
1983 level. Agricultural employment already fell sharply in 1983 
(by almost 9 per cent), but this may partly be explained by un- 
favourable weather conditions as output also decreased substan- 
tially. In manufacturing, the impact of restrictive policies seems 
to have been felt in 1983 when employment declined 3 per cent. 
The fall could be around 1 per cent in 1984. Thus manufacturing 
employment declined, by somewhat less than the average in both 
years, in line with relatively more dynamic performance of the 
exporting branches. 


Unemployment is estimated to have risen in 1983 and the 
unemployment rate increased by 1 percentage point. However, 
comparisons between 1983 and 1984 are difficult to make because 
a broader concept of “unemployed” was used in the Employment 
Survey of 1983. On the new definition, unemployment was 
somewhat above 10 per cent in 1983 and is likely to have 
remained at about the same level in 1984. The rate of unemploy- 
ment is, however, much higher among women (1S per cent) and, 
particularly, among young people (24 per cent). 


Demand for labour in Spain was particularly unfavourable in 
1984. According to latest data, which refer to an inquiry con- 
ducted in the last quarter of 1984, unemployment increased by 
435,000 persons to reach nearly 2.9 million persons or 2.7 рег 
cent of the active population. This increase is however partly 
spurious and results from differences in the statistical treatment 


92 The data given in table 3.4.1 are based on national definitions. They 
differ in several cases from those given in appendix table A.12 which are 
taken from international sources which attempt to apply a standard defi- 
nition to all countries. 


TABLE 3.4.1 


Unemployment rates in south European countries 
(Per cent of total labour force) 


1983 1984 

Greece. 7.8 ate 
Portugal . 10.3 10.4 * 
Spain 

Registered unemployment . ey ИО 

Active population enquiry . 18.4 27 
Turkey 

Excluding disguised unemployment in agriculture 15.8 17 

Including disguised unemployment in agriculture 19.4 Alle 
Yugoslavia . 9.0 9.5 


Source: National statistics. 


of people working under “communal employment programmes” 
(these were previously considered as employed but are now 
considered as unemployed). Taking this into account, unem- 
ployment may have increased by 315,000 persons in 1984, reach- 
ing a rate of 20.7 per cent of the active population by the end of 
the year. On the same definition, there would have been a fall in 
employment of 297,000 persons. The effect of unemployment in 
discouraging the search for work intensified in 1984 as the active 
population remained stagnant (increasing by 0.1 percent) in spite 
of an increase in the working age population of nearly 200,000 
persons. This contrasts with the increase of 122,000 persons 
(0.8 per cent) in the active population in 1983. The decrease in 
employment in 1984 was thus bigger than in the previous record 
year of 1981, when employment fell by 309,000. The change in 
numbers registered as unemployed moved roughly parallel to 
that of the inquiry-based data referred to above. Registered 
unemployment increased by 262,000 during 1984 giving a total of 
over 2.6 million persons. The inquiry data show that the main 
employment loss was concentrated among private sector wage 
and salary earners, the number of which decreased in 1984 by 
297,000 persons. The loss among salaried employees in 1984 was 
exceeded only in 1979 (when there was a decrease of 324,000) and 
public sector salaried employment also fell in 1984. As in west 
European countries, unemployment rates in Spain were particu- 
larly high for women (24 per cent at the end of the third quarter 
of 1984) and for young workers (16 to 24 years of age) among 
which the unemployment rate reached 47 per cent in the same 
period. 


Although the rate of increase in the civilian labour force of 
Turkey decreased in 1983 and 1984 as compared to 1982 (2.3 per 
cent annually as compared with a 2.6 per cent increase in 1982) 
the labour market continues to be characterized by excess supply 
due to rapid population growth. Other structural factors which 
tend to intensify existing labour market imbalances are the still 
very high rates of decline in agricultural employment (which still 
accounts for roughly 58 per cent of total employment) and the 
loss of emigration outlets. Although no accurate information on 
labour market trends is available, it has been officially estimated 
that the unemployment rate (excluding an approximation for 
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disguised agricultural unemployment) increased from 15.8 per 
cent in 1983 to about 17 per cent in 1984. 


In Yugos/avia the unemployment rate continued to rise in 1984 
but, contrary to general experience in the other south European 
countries, employment also increased in response to rising in 


economic activity. It is generally agreed that registered unem- 
ployment in Yugoslavia overstates (by about a quarter) the actual 
number of those really unemployed if account is taken of 
employed people seeking to change jobs. If this is taken into 
account the unemployment rate would fall to 7.3 per cent of the 
active population. 


3.5 TRADE AND PAYMENTS 


The evolution of the external sector was particularly favour- 
able in the south European countries during 1984. According to 
preliminary estimates the combined current account deficit of 
the five major countries decreased from about $7.4 billion in 1983 
to about $1 billion in 1984. The regional current balance is 
greatly influenced by Spain, which achieved a swing of nearly 
$4.5 billion over the two years, but the current positions of 
Portugal, Turkey and Yugoslavia also significantly improved. In 
Greece changes were apparently marginal (table 3.5.1). 


Most of the improvement in the combined current balance in 
1984 arose from the $5.5 billion reduction in the trade deficit. 
This followed a $4.6 billion fall in 1983. Most of the improve- 
ment in 1984 reflected higher exports, but the surplus on net 
services and transfers also contributed. The region’s trade deficit 
fell from over $30 billion in 1980 to less than $13 billion in 1984. 


Although data on the external transactions of Greece—particu- 
larly its trade data—are not always easy to interpret, it seems 
unlikely that there was any big change in the current balance in 
1984. The January-November cash payments data show a minor 
increase (of $100 million) in the current deficit. This must result 
entirely from a decline in the net surplus on services since the 


93 See OECD, Economic Surveys 1983-1984, Greece, Paris, November 
1983. The main difficulties derive from the fact that national accounts 
data on net borrowing from the rest of the world cannot be reconciled 
with balance of payments data. Morever transaction- and settlement- 
based external accounts differ widely, while price and volume trade 
indices seem inadequate. 


trade deficit declined slightly. Customs-based trade data for 
January-September show an 18 per cent increase in the current 
drachma value of imports and a 50 per cent rise in the value of 
exports. This corresponds to volume increases of 3 and 27 per 
cent respectively. The growth of exports to the United States and 
EFTA countries was particularly buoyant while the increase in 
imports reflected mostly higher purchases from industrially 
advanced west European countries. 


The recent evolution of trade and payments in Portugal has 
been largely conditioned by the goals agreed with the IMF: to 
reduce the current account deficit from of 13.5 per cent of GDP in 
1982 (equivalent to $3.2 billion) to 9 and 6 per cent respectively in 
1983 and 1984. 


In fact the deficit fell to 4 per cent of GDP ($1.6 billion) as early 
as 1983, and to about 2 per cent in 1984 (about $0.7 billion). The 
improvement in 1983 originated mostly in changes in the trade 
balance. The volume of exports rose rapidly (by 20 per cent) and 
imports declined. Following an effective devaluation of 20 per 
cent, Portugal made important market gains in OPEC countries 
and also in its more traditional west European markets. 


In 1984, export growth appears to have been less buoyant and 
the share of growth due to increasing competitiveness was less 
important than in 1983. Dataon commodity exports for January- 
October indicate a value change similar to 1983. Given the bigger 
export price increases, volume growth is, however, likely to have 
been smaller than in 1983 (about 15 percent). On the other hand, 
world imports rose more rapidly in 1984 (by some 11 per cent 


TABLE 3.5.1 


South European countries: selected balance of payments data 
(Millions of US dollars) 


1980 1981 1982 1983 1984* 
Greece 
Current balance —2 209 —2 408 —1 892 —1 878 —1 900 
Trade balance . Же —5 557 —5 377 —4 769 —4 294 —4 200 
Service and transfers (net) 3 348 2969 2 877 2 416 2 300 
Portugal | 
Current balance —1 064 —2 605 —3 250 —1 620 —700 
Trade balance . cage —4 029 —5 060 —4 862 —3 056 —2 200 
Service and transfers (net) 2 965 2 455 1 612 1 436 1 500 
Spain 
Current balance —5 173 —4 989 —4 240 —2 480 1 995 
Trade balance . es —11 728 —10 113 —9 250 —7 387 —4 018 
Service and transfers (net) 6 555 5 124 5 010 4 908 6 013 
Тигкеу 
Current balance —3 233 —1 908 —790 —1 747 —1 000 
Trade balance . ue? —4 010 —3 113 —1 99] —2 348 —1 650 
Service and transfers (net) 7 1 205 1 201 603 650 
Yugoslavia | 4 
Current balance —2 316 —961 —475 275 504 
Trade balance . у: —4 890 —3 165 —2 024 —1 231 —700 
Service and transfers (net) 2513 2 205 1 549 1 507 1 204 
Southern Europe 
Current balance —13 995 —12 871 —10 647 = 450 —1 100 
Trade balance . Han —30 214 —26 828 —22 896 —18 320 —12 770 
Service and transfers (net) 16 218 13 958 12 249 10 870 11 670 


о ВБ ООВ ОВЕН 


5 res 2 уе > 7 
Source: IMF, Balance of Payments Statistics, vol. 35, and national sources as given in table 3.2.1 
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against 2 per cent in 1983). Therefore, the growth in Portugal’s 
exports seems to have owed most to the revival of foreign 
demand in 1984, rather than to market gains as in the previous 
year. 


In both 1983 and 1984 exports of consumer goods (textiles, 
shoes) and metals rose particularly fast. On the import side, 
machinery fell sharply due to the depressed state of domestic 
productive investment. 


Data for the first three quarters of 1984 show a marked increase 
in net tourist receipts (nearly 30 per cent in dollars) which 
contrasts with a decline in 1983 (3 per cent), and virtual stag- 
nation in unrequited transfers (overwhelmingly emigrants’ 
remittances) after several years of steady decline. 


Forecasts for 1985 anticipate some increase in the current 
account deficit. Though exports are expected to remain lively, 
imports are projected to increase even faster as the growth of 
domestic demand resumes. The balance on services and 
incomes is likely to show a deficit similar to 1984. A further but 
small decline in emigrants’ remittances is also expected. The 
likely rise in the current account deficit will thus mainly reflect 
the anticipated widening of the trade gap. The current account 
deficit is projected to reach $970 million, equivalent to 5 per cent 
of projected GDP. 


As already noted the improvement of trade and payments in 
Spain was very marked in 1984. GDP thus grew moderately 
despite declining domestic demand. The estimated contribution 
of trade to GDP growth was about 2 percentage points and the 
improvement in net exports of services accounted for a further 
1 per cent. Preliminary (transactions-based) data released at the 
end of January 1985 show that exports increased by almost 20 per 
cent (to $3,950 million) while the trade deficit fell (by $4,250 
million). Tourist receipts increased rapidly (by $1 billion) and as 
a result the current balance closed with a surplus of $2 billion. 
This compares with a deficit of nearly $2.5 billion in 1983. Cash 
transactions data show that emigrants’ remittances fell and that 
the fall in the long-term net capital inflow was due entirely to 
anticipated debt repayment. 


Customs-based data for 1984 show a 20 per cent increase in the 
dollar value of exports and a 1 percent fall in imports. Asa result 
the trade deficit, at $5.2 billion, was 45 per cent lower than in 
1983. The volume of commodity exports is estimated to have 
increased by 18.5 per cent and of imports by 1 per cent. The 
commodity pattern of exports stayed fairly constant. This 
implies important market-share gains, since demand in Spain’s 
export markets increased by only 7 per cent in 1984. Exports to 
the industrially advanced western countries (the United States, 
the United Kingdom and Italy) rose fastest, but exports to de- 


veloping countries virtually stagnated in real terms due to a 
decline in exports to OPEC countries. 


Recent estimates suggest an improvement in the external 
sector of Turkey in 1984. The current deficit decreased by some 
$800 million, or from a $1.7 billion deficit in 1983 to one of less 
than $1 billion in 1984.°%* The improvement in the current 
balance derives mostly from the decline in the trade deficit. 
Export growth resumed in response to monetary and fiscal 
stimuli. Their current dollar value is expected to be over 22 per 
cent higher than in 1983. The dollar value of imports rose by less 
than 6 per cent. The estimates suggest that the net invisible 
surplus improved slightly due to lower interest payments and 
that a minor recovery in remittances offset a fall in net receipts 
from tourism.%’ Trade data for the period January-October 
however throw some doubt on the extent of the improvement in 
the trade balance. In this period, when the import regime was 
liberalized and administrative procedures simplified, imports 
increased at a rate of over 15 per cent and the customs-based 
trade deficit decreased by only $131 million. This seems low 
compared with the estimated decrease for the year of $757 
million. 


A breakdown by commodity groups shows a rapid loss of the 
share of agricultural goods in total exports due to a small fall in 
absolute current dollar values (January-September 1984 data). 
The main changes in the geographical distribution of trade flows 
were the lower share of Middle Eastern countries (particularly in 
Turkish exports) and, following the world wide trend, the 
increasing share of the industrially advanced countries both as 
suppliers and markets for Turkey. 


Payments data for Yugos/avia show a further increase in the 
current account surplus. The improvement is especially signifi- 
cant since it derives mostly from transactions with the convert- 
ible currency area. It stemmed wholly from commodity trade, 
the volume of exports increasing by nearly 13 per cent while 
imports remained at the same level as in 1983. The balance on 
services deteriorated mainly because of higher interest 
payments. 


94 Data in table 3.5.1 are adjusted where necessary to ensure conformity 
with the definitions of the IMF’s balance of payments manual. The main 
difference from the original data given by the State Planning Organiz- 
ation (SPO) is that the trade balance given in table 3.5.1 is on a uniform 
f-o.b. basis. A further adjustment had to be made because freight charges 
by national carriers, contrary to standard practice, are included in 
payments for freight in the SPO data. 

°> The recovery in remittances can be traced to the narrowing of dif- 
ferentials between the official and the free market rates of exchange for 
the Turkish lira. 


3.6 FOREIGN DEBT 


The vulnerability of the south European countries to the oil 
shocks of the 1970s was discussed above, as was the delay with 
which economic policies responded to the crisis. A consequence 
of both factors was a rapid deterioration in their current accounts 
and a rapid accumulation of foreign debt. Benefiting from the 
recycling of oil revenues, these countries were able in fact to 
finance their deficits with private capital inflows obtained on 
relatively favourable terms. Thus in the wake of the first oil 
shock the foreign debt of southern Europe rose from $25 billion 
to $61 billion. The need to redress this situation was recognized 
in southern Europe before the second shock of 1979, but such a 
change was made more difficult by the fact that this second shock 
was followed by a significant shift in the macro-economic poli- 
cies of the major market economies and by the most severe re- 
cession of the post-war period. With rising interest rates and 
falling demand for their exports many debtor countries found 
themselves with serious problems in servicing their accumulated 
debt. 


The total foreign debt of the south European countries is now 
very large.°® At the end of 1984 it amounted to $97 billion which 
compares with a total of some $880 billion for all the developing 
countries.*’? Between 1975 and 1983 south European debt grew 
by some 17 percenta year, at roughly the same pace as that for the 
developing countries. 


This rate of increase exceeded considerably that for the 
increase in the dollar value of total south European current 
account receipts for the same period (11.4 per cent a year) and 
even more so the rate of volume growth of their combined GNP 
(5 per cent a year). Debt service (on medium- and long-term 
debt) increased at a faster rate (21 per cent a year) than total debt 
due to rising interest rates and the shortening of debt maturities 
as debt was rolled over. 


Taking the five countries together a clear pattern emerges in 
the development of total debt with a rapid acceleration of in- 
debtedness in the period 1975-1977, a slowdown in 1978-1979, a 
new and ephemeral acceleration in 1980 (resulting from the 
increase in the current deficit after the 1979-1980 rise in oil 
prices), and a sharp deceleration in the years 1981-1984. 


96 The data given here for the south European countries are always ona 
gross basis. The distinction between gross and net is of little relevance in 
the cases of Greece, Portugal and Turkey; for Yugoslavia the difference is 
of roughly 10 per cent. In the case of Spain the difference is very large as 
in mid-1984 the loans of the Spanish banking system to foreign countries 
were $13 billion compared with a gross debt of less than $31 billion. Note 
that the difference between gross and net here is not reserves, as is some- 
times the case in other publications. 


97 Spain is included in the latter total. 


TABLE 3.6.1 


Foreign debt and debt service indicators in southern Europe, 1975-1984 


1975 1976 1977 1978 1979 1980 1981 1982 1983 1984* 
Gross foreign debt in billions of US dollars 
Greece. 3.4 3.4 4.0 4.5 4.9 6.4 165) 8.3 9.5 9.6 
Portugal 23 2.9 4.4 5.4 ПЭ 8.9 11.0 137 14.4 14.9 
Spain 8:5) 1:2 151 17.4 о Оу ИХ 983 бу LO? 
ТигКеуа 4.7 7.9 ie 14.4 14.2 16.2 16.8 17.6 184 20.8 
Yugoslavia. . . . 0:6 19 9.5 11.8 15:2 18:9 21.1 203 2065) 20:8 
Five countries combined. . 25.1 32.7 44.3 53.6 61.1 741 83:6 38.7 0924 96:3 
Total gross foreign debt as percentage of GDP at current prices and exchange rates 
Greece . 15 15 15 14 13 16 20 22 27 29 
Portugal 16 19 27 30 36 36 46 58 68 77 
Spain 8 10 13 12 10 1] 14 16 19 20 
Turkey . 13 18 23 7 20 28 29 33 36 46 
Wllgoslavideees- a eee so 20 21 21 22 22 27 31 33 45 50 
Five countries combined . 12 15 17 18 16 18 Bp) 25 30 33 
Total gross foreign debt as percentage of current account receipts” | 
Greece. 69 67 69 65 55 68 И 87 99 100 
Portugal 56 80 94 96 93 90 118 158 158 165 
Spain 55 70 81 72 61 65 75 79 84 78 
Turkey . . 136 198 327 362 294 277 199 173 190 191 
Yugoslavia... . 82 87 92 100 109 104 105 103 122 117 
Five countries combined . qh 87 103 102 90 93 99 105 115 111 
Service payments on medium- and long-term debt as percentage of current account receipts b 
Greecen 15 16 15 14 13 14 17 18 22 22 
Portugal ПИ ]5* ИЕ: 15 16 15 20 Wy 27 27 
Spain п 13 16 23 17 115) 19 19 21 20 
Turkey . р 10 13 13 12 15 19 16 20 21 24 
ПРОЗА fs 2 ms 16 15 16 16 20 18 19 18 28 Di 
Five countries combined . 12 14 15 19 17 16 18 20 22 23 


—_—_—— 


Sources: National statistics; ECE secretariat estimates; OEC О, М 


дц ииии_и__иЦ___иАААААА 


ational Accounts, Мат Aggregates, Volume I; OECD, Endettement 


extérieur des pays en developpement, IMF, /nternational Financial Statistics 


4alncluding IMF 


b Including transfers. 
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Total indebtedness grew by some 33 per cent a year between 
1975 and 1977, but this slowed to 19 per cent between 1977 and 
1980, and to only 7 per cent for 1980-1984. Except for Greece 
most countries follow this average pattern fairly closely. 


The foreign debt position of individual countries, shown in 
table 3.6.1, varies considerably. Thus, while for the five countries 
taken together, the ratio of debt to GDP trebled from 12 per cent 
in 1975 to 33 per cent in 1984, the deviations from these averages 
are very large. The share of gross foreign debt in GDP rose fairly 
steadily in all countries. The increase was particularly large in 
Portugal, Turkey and Yugoslavia and much more moderate in 
Greece and Spain. 


The sources of supply of this foreign debt and changes in its 
structure were also similar in these countries with the conspicu- 
ous exception of Turkey. 


The main common feature is the growing importance of inter- 
national private banking as a source of credit. For the five coun- 
tries taken together about 70 per cent of the increase in debt 
consists of gross liabilities to BIS reporting banks. If Turkey is 
excluded the increase in gross assets of BIS reporting banks vis-a- 
vis the other four countries would account for over 80 per cent of 
the increase in their debt. The increase in gross assets of the BIS 
reporting banks vis-a-vis southern Europe was very large during 
the period 1975-1980; it then decelerated, later coming to a virtual 
standstill in 1983, but in 1984 increased again slightly. OECD 
data on medium and long term debt (MLTD) by source of origin, 
covering only the period 1975-1982, confirms the rising share of 
private markets, particularly of commercial bank loans, in the 
growth of total MLTD 3 of these countries. A corollary of the 
growing importance of private sources as suppliers has been a 
declining share of debt granted under liberal conditions. 


The OECD source excludes Spain, but national sources of 
Spain show the same trends insofar as the share of official multi- 
lateral credits in total debt (including short term) fell from 26 per 
cent in 1975 to 8 per cent in 1982. The share in total debt of 
foreign credits channelled through national banks or obtained 
directly from foreign banks and foreign credit institutions rose 
from 67 per cent in 1975 to 88 per cent in 1982. 


Foreign suppliers’ credit has always remained low in Spain 
(less than 2 per cent of total debt) and the main difference 
between Spain and the other southern countries is the much 
greater resort to foreign bond issues. Thus in the period 1975- 
1983 out of south European bond issues (in OECD capital 
markets) totalling $5.7 billion nearly, 83 per cent were issued by 
Spain.% 


The institutional classification of foreign borrowing by type of 
borrower differs greatly from country to country and does not 
lend itself to standardized presentation. The position in indi- 
vidual countries appears to be as follows: 


In Greece, public sector borrowing abroad (including publicly 
guaranteed private debt) accounted in 1982 for 74 percent of total 
debt. Within the public sector, the element, which has absorbed 
the foreign debt fastest, has been “public entities” which 
increased their share of total public foreign debt from 34 per cent 
in 1977 to 36 per cent in 1982. 


In Portugal, the sector which has been mostly responsible for 
the increase in the level of foreign debt has been the state enter- 


°8For the period 1975-1982 the increase in Bank loans accounted for 
68 per cent of the increase in MLTD for Greece, 62 per cent for Portugal, 
31 per cent for Turkey and 51 per cent for Yugoslavia. For Spain national 
sources put the ratio at over 95 per cent of the increase total debt (1975- 
1984). 


Source OECD, Financial Market Trends: March 1984 and OECD 
Financial Statistics Monthly, September 1984. 


prise sector, which has increased its foreign debt from less than 
$2.0 billion in 1978 to $7.6 billion in the second quarter of 1984. 
This represents roughly 60 per cent of the increase in total foreign 
debt during the same period. A large share of the increase in state 
enterprise debt has been short term and, in the second quarter of 
1984, the state enterprise sector was holding over 85 per cent of 
Portugal’s total short term debt. Short-term lending became a 
prominent feature of financial markets in the early 1980s. In 
Portugal this form of external finance increased rapidly in 1980- 
1982; in 1983 short-term debt declined but increased again in 
1984. 


In Spain, the relative importance of private and public sector 
borrowers has remained remarkably stable during the period 
1975-1983. The share of the public sector—in a wide sense (i.e. 
covering public enterprise)—in total foreign borrowing was 46.3 
per cent at the end of 1975 and 47.0 per cent at the end of the third 
quarter of 1983. Within the public sector, the direct foreign debt 
of state and local corporations fell slightly in relative importance, 
while that of official credit institutions rose from 2.5 to 7 per cent. 
The state debt fell from 14.0 percent of the total at the end of 1975 
to 12.4 per cent in the third quarter of 1983. The share of the pub- 
lic enterprise sector in total foreign debt has remained between 
24 and 27 per cent. Within the private sector there has been 
decreases in short term private debt from 4.4 in 1975 to 0.5 per 
cent in 1983, and in medium and long term debt with state 
guarantees (from 9.1 to 6.6 per cent). The main beneficiaries of 
private state-guaranteed debt were firms building motor roads.!° 


The institutional distribution of the foreign debt of Turkey 
stands in great contrast to that of the other south European coun- 
tries in that multilateral and concessional debt is still very large 
(and it is mostly used by or channelled through the public sector 
for development purposes) and the share of commercial bank 
loans, although increasing rapidly in recent years, is still rela- 
tively low. The distribution of foreign debt between the public 
and private sectors largely reflects the maturity structure of the 
toal debt as the private sector has virtually no direct access to 
medium- and long-term loans (i.e. loans for three years and 
over). The two debt rescheduling agreements of 1979 and that of 
1982 converted a substantial amount of convertible Turkish lira 
deposits into longer term commercial bank loans held by foreign 
commercial banking creditors. As a result the share of “short” 
term loans held by the private non-bank sector fell from 38 per 
cent of the total debt in 1978 to 6.5 per cent in 1982. 


Information about Yugos/avia is scanty and its special insti- 
tutional structure makes detailed comparison with other coun- 
tries difficult. Foreign credits are mostly administered through 
the federal banking system and are used for both commercial and 
development purposes. The most clear trend since the early 
1970s is the increasing share of private non-guaranteed debt 
which has risen from about 60 per cent in 1975 to about two thirds 
of the total foreign debt in 1983. 


Debt service payments rose considerably in 1975-1978 and in 
1980-1983. In the first of these periods the increase in the debt 
service burden was mainly due to the growth in total debt; in the 
second it mostly reflected the rise in interest rates. The ratio of 
debt service to current account receipts increased, for the whole 
region, from 12 per cent in 1975 to 22 per cent in 1983. In 1983. 
the ratios ranged from 21 per cent in Spain and Turkey to 28 per 
cent in Yugoslavia. In 1984 there were no significant changes 
except for a deterioration in the debt service burden of Turkey. 


100 Spanish foreign debt is very concentrated. In the private sector 
about 50 enterprises absorb some 80 per cent of external borrowing. See 
D. de la Dehesa: “Perspectivas a medio plazo del endeudamiento exterior 
de Espana”, Informacion Comercial Espanola. December 1983. 


3.7 GROWTH UNDER EXTERNAL CONSTRAINTS AND STRUCTURAL IMBALANCES: YUGOSLAVIA 


я 


After four years of successively declining growth rates, from 
7 per cent growth in 1979 to a contraction of more than 1 percent 
in 1983, the social product of Yugoslavia—roughly comparable to 
gross national product—increased by some 2 per cent in 1984.10! 
On the supply side there was a rise in the volume of industrial 
output of almost 6 per cent and a similar increase in the transport 
sector; agricultural output grew only 1 per cent and output in the 
construction sector fell by almost 10 per cent. On the demand 
side, exports increased by almost 13 per cent in volume and there 
was some increase in stocks; however, final domestic demand 
continued to contract at a similar rate to that in 1983, namely, 
some 3 per cent. External adjustment has remained the priority 
of economic policy. The trade deficit was 20 per cent lower than 
in 1983 and is now less than a quarter of the record level of $7.2 
billion in 1979. Thanks to a large surplus on the services account, 
the current account was in surplus for the second year running, 
and in fact was almost double that in 1983. In convertible 
currency transactions the adjustment was even greater: the 
surplus on current account almost tripled in 1984 to reach some 
$865 million. This helped to stabilize the total foreign debt and 
to reduce the debt in convertible currencies (which accounts for 
more than 90 per cent of the total), but the debt servicing ratio 
remained high. 


101 The data in this section, unless otherwise stated, are based on the 
Federal Statistical Office of Yugoslavia, SaopStenje, vol. XXVIII, No. 568, 
25 December 1984; Statisti¢cki godisnjak Jugoslavije and Indeks; National 
Bank of Yugoslavia, Godisnji izveStaj, 1983, and Bilten; and documents 
published in S/uzbeni list Jugoslavije, vol. LX, No. 71, 31 December 1984. 


Economic performance was boosted by expanding inter- 
national trade and better-than-expected agricultural output. Had 
the changes in the economic system and economic policies 
envisaged in the long-term programme of economic stabilization 
been followed consistently, both external and internal per- 
formance would have been significantly better. Thus, improve- 
ments in the foreign sector are still compromised by serious 
domestic problems: falling real wages and rising unemployment 
and a record inflation rate of more than 50 per cent (in terms of 
the GNP deflator). Economic policy is now aiming to strengthen 
the improvement in the foreign sector and to check the unfavour- 
able domestic trends. Progress towards both objectives depends 
largely on whether the changes proposed in the comprehensive 
stabilization programme can be implemented faster and more 
consistently. 


In this section four items will be discussed : (i) recent domestic 
developments, (ii) adjustment in the foreign sector, (iii) foreign 
trade and structural imbalances and (iv) development prospects. 


(i) Recent domestic developments 


Besides adjustment problems in the foreign sector, which are 
discussed below, the main underlying problems of the Yugoslav 
economy in recent years have been the sharp fall in output 
growth, increasing unemployment, decreasing labour productiv- 
ity and high inflation. Against this background, the economic 
objectives set at the end of 1983 were an increase in social product 
of some 2 per cent and a rise of 2 per cent in employment; in- 
flation was to be checked and further declines in labour pro- 


TABLE 3.7.1 


Yugoslavia: volume growth of demand and output 


_ р —д8д к кк—к—ц—ц—ц—д—цк  —————————— 


1983 


Annual percentage change 


Billion 
current Percentage 
dinars shares 1979 1980 1981 1982 1983 1984 
Final domestic demand . 3 487 85.8 5.9 0.0 4.3 1.9 3.6 3.0 
Private consumption 2 100 УТ 5.2 0.7 1.0 0.1 0.6 1.0 
Collective consumption 352 8.7 7.9 IH —2.9 —1.0 1.0 —1.6 
Gross fixed investment 1 035 25.4 6.4 7 9.8 Sail 10.2 10.0 
Total domestic demand 4 064 100.0 9.7 1.33 if ihe 2.6 
Changes in stocks 577 14.2 4.3 1.4 3.0 _ 0.6 25 
Statistical discrepancies . —1 0.7 4.4 1.4 1.6 0.1 | 
Foreign balance 
(goods and services). 9 —2.4 5.3 4.0 0.9 1.2 №3 
Social product . 4 072 100.0 7.0 2) 1.4 0.7 [.3 Li 
Agriculture and fishery? . 664 16.3 ed 0.0 1.4 И INE | : 
Industry? . 1 739 42.7 7.0 4.2 4.2 0.1 eS 5.8 
Construction® . 346 8.5 9.6 0.0 —4.6 —7.8 —13.7 = 6 
Transport@ 318 7.8 4.1 4.0 —1.8 —2.9 2.2. Sul 
4.2 1.9 1.6 —3.1 №3 DES 


Industrial output per worker 


ии 


Source: National statistics and direct communication to E¢ 
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TABLE 3.7.2 


Yugoslavia: employment 
re ee 


Annual percentage change 


End-1982 Percentage 
(thousands) shares 1979 1980 1981 1982 1983 1984 
Total population . 22 635 0.9 0.6 0.7 0.8 0.7 0.7 
Population of working age . 14 731 (ES 0.7 0.6 0.5 0.9 
Total labour force 
(active population) . 9 974 100.0 11 У 1.0 Е о! 1.2 
Employment outside 
Ag TICUIUNT Cole ame 6 104 60.3 4.4 3s) 2.9 23 1.9 2.0 
Employment in agriculture4 2 239 23.4 —5.5 —3.5 —3.4 -3.0 24 —4.7* 
Employment abroad 760 7.6 —1.3 —2.5 — —1.3 —* —2.0* 
Registered unemployed 862 8.7 8 3.0 3.0 6.6 5.6 6.8 
Vacancies. 71 т —2.5 —1.3 —7.8 2.8 4.1 


Source: As for table 3.7.1. 


4 Calculated as residual between total labour force and other relevant items. 


ductivity and real wages avoided.!° Judged against these aims 
economic policy was only partially successful.. 


On the positive side there was a significant recovery of econ- 
omic growth from the deepest recession experienced in Yugo- 
slavia since the war (table 3.7.1). Social product grew by 2 per 
cent in 1984 and industrial output, after stagnation in 1982 and 
growth of | per cent in 1983, rose by 6 per cent. There was also 
some increase in overall labour productivity (almost 3 per cent in 
industry and 6 per cent in agriculture). 


Employment developments (table 3.7.2) were less favourable. In 
spite of a relatively slow growth of the total labour force in recent 
years and a 2 per cent growth of employment outside agriculture, 
the overall situation has deteriorated. The number of registered 
unemployed increased by 7 per cent in 1984 and at the end of the 
year represented 9 per cent of the total labour force. Although 
not all of the registered unemployed are effectively unem- 
ployed,! these are the highest figures ever recorded in post-war 
Yugoslavia. 


102“Resolution on Socio-Economic Policy of the Socialist Federal 
Republic of Yugoslavia in 1984”, S/uzbeni list Jugoslavije (Yugoslav 
Official Register), vol. XXXIX, No. 70, 30 December 1983. 


103 Yugoslav statistical sources treat private farmers and other self- 
employed persons as unemployed as soon as they register with an 
employment bureau. According to OECD “about one fourth of regis- 
tered job-seekers are actually employed but wish to change jobs”. OECD, 
Economic Survey Yugoslavia, 1984/1985, Paris, December 1984, p. 58. 


From both the economic and social viewpoints, it is important 
to note that the number of unqualified job-seekers has been 
declining slightly since 1981, while the number of qualified ones 
increased on average by more than 12 per cent between 1981 and 
1984. At the same time the number of first-time job-seekers in 
1984 was more than 70 per cent of all the registered unem- 
ployed.!°* Unemployment has also been exacerbated by the 
return of many Yugoslav workers previously employed abroad. 


Progress in reducing cost pressures and the rate of inflation has 
been very limited (table 3.7.3). Indeed, after a slowdown in 1982, 
when the rise in the GNP price deflator was some 32 percent, the 
inflation rate increased to 40 per cent in 1983 and 52 per cent in 
1984, the highest rate of inflation in the last 40 уеаг$.105 IJmport 
prices had a substantial direct influence on the inflation rate in 
1979-1981 and later on via successive devaluation of the national 
currency, but domestic factors have clearly dominated. Monet- 
ary policy has been continuously restrictive, with money supply 
(M1) growth substantially lower than that of social product at 
current prices (table 3.7.4). Although domestic demand has 
declined in real terms in each of the last four years, the growth of 


104 All figures calculated on the basis of the SaopStenje ... ‚ р. 11. 


105 [п their anti-inflation programme adopted in 1982 the authorities 
had anticipated a deceleration in the rate of inflation from 40 per cent at 
the end of 1982 to 15 per cent at the end of 1984. See Dokumenti Komisije, 
Beograd, Centar za radnitko samoupravljanje, 1982, р. 73. 


TABLE 3.7.3 


Yugoslavia: wages, costs and prices а 
(Annual percentage change) 


1979 1980 1981 1982 1983 1984 
Real wages 0.1 7.0 5.0 3.3) 10.0 iy) 
Nominal wages. : 20.5 20.5 33.6 27.4 26.0 41.0 
GNP price deflator . a: 20.7 30.0 40.1 31.7 40.4 52.0 
Wages costs per unit of output 16.3 es Bile 24.1 30.4 41.0 
Industrial producer prices 13.2 2.2 44.7 5.0 32.0 56.9 
Agricultural producer prices 25.6 35.6 52.9 34.9 45.6 49.0 
Export prices® . 14.9 19.3 8.5 7.2 2) 45 
Import prices® . 19.3 19.6 10.4 2.0 —04 3.4 
Retail prices . 22.0 30.0 46.0 29.5 39.1 56.8 
Cost of living 20.4 30.3 40.7 87 40.9 53.4 


Source: As for table 3.7.1 
4Wage data refer to the whole economy 
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TABLE 3.7.4 


Yugoslavia: money supply and consolidated budgets 


о ng tes, TPM MST. и OS бб ди 


1979 


1980 1981 


1982 1983a 1984 
Billion current dinars 

a 
Money supply (МО. 375.2 461.7 584.3 739.8 888.6 1 190.1 
Bank credits . : 1 209.1 1 564.3 1 919.2 2 370.0 3 176.0 4 477.1 
Foreign exchange transactions. —110.5 255] —365.8 —587.9 —1 197.2 —1 983.2 
Non-monetary—deposits®’ > . —568.3 —769.0 —1 030.4 —1 386.7 —2 038.7 —2 740.5 
Budget expenditures 425.3 523.2 707.4 891.7 1 172.6 1 358.6 

Annual percentage change 

с 
Money supply (Ml) . 19.0 23] 26.6 26.6 20.1 НЕЕ 
Bank credits . are 27.0 29.4 22.7 23.5 34.0 47.0 
Foreign exchange transactions. —243.2 —130.9 —43.4 —60.7 —103.6 —76.1 
Non-monetary deposits? > . —26.1 —35.3 —34.0 —34.6 — 47.0 —40.9 
Budget expenditures 25.7 23.0 352 26.1 Biles 45.3 

d 
Social product at current prices 29:2 35:3 42.2 52.5 39.0 54.6 


Source: Godisnji izvestaj 1983 (Annual Report 1983), Nation 
to ECE secretariat. 


4January-November, 1984. 

> Minus sign indicates a rise in deposits and decrease in т 
с Моуетбег 1984/November 1983. 

4 1984/83. 


nominal wages and unit labour costs has remained very high 
(tables 3.7.1 and 3.7.3). In the face of such pressures the various 
price policies implemented in recent years (including three 
temporary price freezes) were mostly ineffective. Direct price 
controls were gradually abandoned from mid-1984 and this move 
is expected to lead to a better balance between demand and 
supply inthe medium and long term. In the short term, however, 
the abolition of price controls led to an acceleration of price 
increases in the autumn of 1984 and the beginning of 1985. 
Against this background of spiralling nominal wages and in- 
flation, real wages continued to contract for the fifth successive 
year: in 1984 they had fallen to some 70 per cent of their level in 
1979. 


TAB 


al Bank of Yugoslavia, Belgrade, 1984, p. 23 and direct communication 


опеу supply. 


(ii) Adjustment in the foreign sector 


Since 1980, the main determinant of macro-economic policy in 
Yugoslavia has been the need for adjustment in the foreign 
sector. In many respects the actual adjustment has been con- 
siderable (table 3.7.5). 


After reaching a record level of more than $7.2 billion in 1979, 
the foreign trade deficit was reduced to less than one quarter in 
1984. The adjustment has not fallen only or mostly on imports. 
The value of imports fell nearly 20 per cent between 1980 and 
1984, while export values rose more than 50 per cent between 
1979 and 1984. At the same time Yugoslavia’s terms of trade 
deteriorated continuously (except in 1982), with an overall 


be) IS) 


Yugoslavia: balance of payments and foreign debt, total 


1979 1980 1981 1982 1983 1984 
Annual percentage change 
Volume growth 
Exports. 4.3 10.7 jp) 6.4 2.3 172 
Imports. 18.0 —10.1 —5.3 —10.0 4.8 —0.2 
Terms of trade. —2.4 —0.4 —1.7 Sal —1.9 —7.9 
Million current US dollars 
Trade balance . . —7 225 —6 086 —4 323 —3 093 —2 240 —1 739 
Exports. 6 794 8 978 10 205 10 241 9914 10 254 
Imports. : 14 019 15 064 14 528 13 334 12 154 11 993 
Balance on services 
and transfers. 3 564 3 795 3377 2 629 2 514 2 243 
Remittances . 1 710 1 539 2 443 1 944 1 705 1 789 
Tourism 1 183 515 1 073 844 929 998 
Transportation . 731 832 899 855 714 750 
Interest. — 633 —1 084 —1 621 —1 773 —1 532 —1 638 
Other т: : 573 993 583 759 698 344 
Balance on current account. . —3 661 —2 291 —946 —464 274 504 
Capital account 2 200 2 100 600 —888 —31 32 
Change in reserves®. 1 461 19] 346 1 352 —245 —536 
Gross foreign debt . и op 20 501 20 533 
Net foreign debt . 16 811 18 911 19 511 18 623 18 653 18 583 


ИИ ЗВЕНЕ 


Source: As for table 3.7.1. 


4 Minus sign indicates a rise in reserves 
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decline of about 9 per cent between 1978 and 1984. The volume 
of exports in 1984 was about 34 per cent higher than in 1979 while 
the volume of imports was 20 per cent lower. 


The adjustment in terms of convertible currency transactions 
(table 3.7.6) was even larger than the overall adjustment. The 
value of Yugoslav exports in convertible currency has grown by 
about 40 per cent between 1979 and 1984, while imports fell by 
some 30 percent. The trade deficit in 1984 was only 18 per cent of 
that in 1979. With a decreasing but still substantial surplus on 
services and transfers, the huge current account deficit of some 
$3.3 billion in 1979 has been eliminated and in 1984 was-in 
surplus for the second year running. This is a significant adjust- 
ment and has helped to keep the level of gross foreign debt in 
convertible currencies unchanged since 1981 and even to reduce 
it somewhat in 1983 and 1984. However, due to high interest 
rates and the unfavourable maturity structure of the debt, the 
debt servicing ratio has continued to grow and in 1984 was about 
37 per cent. 


(iii) Foreign trade and structural imbalances 


Throughout the 1970s and early 1980s, Yugoslavia always had a 
large surplus on the services and transfers account, and this partly 
offset the deficit in merchandise trade. However, from 1970 
merchandise imports started to expand faster than exports and 
the export-import ratio fell from around 70 per cent to only 48 per 
cent in 1979, one of the lowest ever recorded. Among the reasons 
for this growing imbalance, the most prominent is the role played 
by structural imbalances. These reflect a lack of effective macro- 
economic development policy. 


In fact, balanced economic growth can be achieved in various 
ways which can be grouped around two main approaches. In the 
centrally planned economies, overall balance is maintained 
mostly by means of directive planning based on sets of material 
balances drawn up at a greater or lesser degree of aggregation. 
These are used to harmonize developments in different branches 
in terms of physical units, calculated according to inter-sectoral 
(input-output) relations in the form of “technical coefficients”. 
In market economies, in particular in “open” market economies, 
developments in different branches are reconciled by market 
forces—both within the national market and, via exports and 
imports, on the international market. Faster growth of some 


branches within the national economy in the latter case thus 
comes about either through the faster growth of vertically 
connected branches via market forces or through larger imports 
of inputs which are not produced domestically in sufficient quan- 
tities. To provide a balanced overall economic development, of 
course, a corresponding expansion of exports by other sectors is 
needed. 


In the first decade of its post-war development, Yugoslavia 
relied mainly on the first method of co-ordination. The material 
balance system was implemented by directive planning. At the 
end of the 1950s, the second method based on market forces and 
the orientation of investments by means of financial mechanisms 
was applied. Where necessary, imports compensated for short- 
falls in production in individual branches. At the end of the 1960s 
and in particular through the 1970s, however, both approaches 
lost ground. In fact, the country entered a phase in which there 
was no effective mechanism to bring about macro-economic 
structural adjustments. Yugoslavia has thus become increasingly 
import-dependent in many sectors. Since in general export- 
oriented growth weakened, and the country in many respects 
proved to be inward- rather than outward-looking, economic 
development became increasingly vulnerable both to internal 
bottlenecks and to constraints in the foreign trade sector. 


The lack of necessary macro-economic co-ordination may 
be illustrated by developments in the main output sectors. 
Throughout the 1960s and 1970s industrial output expanded on 
average by 6.2 per cent, while that of agriculture by only 2.3 per 
cent and forestry by 1.5 рег cent.!° This implies lagging produc- 
tion not only of foodstuffs but also of many raw materials. 
Within industry itself, structural imbalances were also very 
sharp: there were large variations in the relative growth of output 
in branches which are linked by inter-sectoral flows. Imbalanced 
expansion of processing industries as compared with the produc- 
tion of raw materials led to the country being heavily dependent 
on imports even for products where there were significant 
national resources. Imports of energy and raw materials grew 
persistently and in 1979 had reached almost 64 per cent of the 
total.!07 


106 Calculated on the basis of Statisti¢ki godisnjak 1981, р. 157. 
107 SaopStenje, No. 415, Belgrade, 23 December 1983, р. 22. 


TABLE 3.7.6 


Yugoslavia: balance of payments and foreign debt, convertible currency transactions 
Million current US dollars 
а eee 


1979 


1980 


198] 


Trade balance . . —6 570 —5 665 —4 880 —3 781 —1 798 —1 171 
Exports. 4 766 5 656 5 720 5 854 6 271 6 588 
imports. eer: 11 338 11 321 10 600 9 635 8 069 7 759 

Balance on services and transfers 3 266 3 462 3 059 2 361 2 097 2 036 
Remittances . S27 2 430 1 927 1 671 757 
Tourism | 488* 1 038 801 879 954 
Transportation . 729 758 742 622 680 
Interest. —1 051 —1 590 —1 733 —1 489 —1 595 
Other a р 769 423 624 414 240 

Balance оп current account. —3 304 —2 203 —1 82] —1 420 299 865 

Capital account 1 843 2 012 1 475 58 54 329 

Changes in reserves 1 461 191 346 1352 245 536 

Gross foreign debt . Iss Bully 17 329 18 804 18 862 18 808 18 479 

Convertible debt service ratio’ ‹ y a 24.8 27.0 34.2 37.0 

— 

Source: As for table 3.7.1 
4Minus sign indicates a rise in reserves 
Ь Вано of total convertible debt service to all convertible currency receipts 


“Includes medium- and long-term debt 
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From this point of view, Yugoslav stabilization policy needed 
to achieve much more than a reduction in domestic demand and 
an expansion of exports. It required a substantial restructuring of 
the national economy in line with its natural resource endow- 
ment and-comparative advantages. The possibilities for such a 
restructuring have so far been very limited, as it is generally the 
case that weak output growth does not provide a favourable en- 
vironment for large structural adjustments. In fact, in 1984 
national production of energy and industrial raw materials was 
almost 15 per cent higher than in 1979: industrial production in 
general and equipment and consumer goods in particular, were 
16-17 per cent higher.'°8 Hence the gap between the growth of 
manufactures and raw materials and energy production has 
narrowed, but large differences in the levels of output neverthe- 
less remain. To overcome existing imbalances, the share of 
energy and raw materials in total imports increased to 83 per cent 
in 1984.!09 But even this was not enough to remove all the bottle- 
necks that had accumulated and many branches are still working 
at 60-70 per cent of their capacities. 


Low capacity utilization, coupled with rigid cost levels (partly 
reflecting the costs of servicing credits, but also the difficulties of 
reallocating labour within the Yugoslav economic system) high- 
lights the nature of Yugoslav inflation which tends to move 
inversely with the growth of output (chart 3.7.1). The same 
factors explain why after 1980—when imbalances in the domestic 
output structure could no longer be offset by imports—there was 
no trade-off between unemployment and inflation. In fact in- 
flation and unemployment grew at the same time (chart 3.7.2). 
Thus, in spite of an unquestionable adjustment in the foreign 
sector, economic policy in Yugoslavia has not yet achieved a 
comparable degree of domestic stabilization in line with the 
programme adopted in mid-1983. 


108 Saopstenje (Communiqué), No. 568, 25 December 1984, р. 13. 
109 [bid., p. 20. 


CHART 3.7.1 


Gross national product and inflation 


(Annual percentage change) 


Inflation rates 


(iv) Development prospects 


Given the complex constraints on growth discussed above, the 
implementation of the long-term stabilization programme (and, 
therefore, sustained economic recovery) requires several essen- 
tial conditions to be met of which the main ones are as follows: 


— medium-term rescheduling of the foreign loans due for 
repayment in the second half of the 1980s: the annual arrange- 
ments of the three last years did not give enough breathing space 
to tackle the crucial problems of structural imbalance; 


— a mechanism for securing a rational allocation of national 
income between wages and net capital formation; 


— concentration of the available investment resources so as to 
eliminate the main bottlenecks, particularly in the supply of 
energy and a number of critical raw materials required for both 
industry and agriculture; 


— changes in current economic policy which would maintain 
progress towards possible real interest and realistic foreign 
exchange rates and towards a more realistic and more consistent 
system of relative prices (as compared with those of the 1970s and 
early 1980s, which were largely responsible for the structural 
imbalances within the country); 


— amedium- and long-term development policy which would 
seek a consistent specialization among all the federal units 
according to comparative advantages; 


— changes in the economic system which would provide more 
room for the effective operation of market forces and far more 
efficient macro-economic policy-making including country-wide 
planning. 


The Yugoslav authorities have already undertaken steps to 
create these conditions. At the end of 1984 the Yugoslav auth- 
orities proposed a multi-year rescheduling of the country’s 
foreign debt: this is now under consideration. 


Considerable efforts are being made to remove energy and raw 
materials bottlenecks and production of electricity, coal, pig iron, 


CHART 3.7.2 
Unemployment and inflation 


(Annual percentage change) 


Inflation rates 
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Source: National statistics , 
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steel and aluminium, etc., improved significantly in 1984. Since 
April 1984 substantive changes have been made in interest rate 
policy and these are expected to yield results during the first half 
of 1985. There have been a number of measures of price liberal- 
ization and the policy of continuously adjusting the exchange 
rate to the rate of internal inflation has been strictly followed. 
Other measures have sought to improve the efficiency of the 
national banking system, to achieve more realistic pricing of both 
factor inputs and outputs of enterprises, to enlarge the scope for 
foreign participation and investment in the Yugoslav economy, 
and to reform the foreign exchange system which has been 
blamed as a major source of allocational inefficiency. 


Against this background of wide-ranging policy measures, the 
Yugoslav authorities envisage a growth rate of social product of 
more than 3 per cent in 1985 (more than 4 per cent for industry 
and 2.5 per cent for agriculture). There should be some increase 
in employment and a 1.5 per cent growth of labour productivity. 
Exports should reach some $12 billion (12 per cent increase as 


compared with 1984, including 15 per cent growth in convertible 
currency receipts), while invisibles should increase to $3.7 
billion. With stagnant public consumption and stable real 
incomes, there should be a surplus on current account of $900 
million. With rescheduling of part of the maturing debt, this 
should allow regular debt servicing and a reduction in the total 
foreign debt by some $400 million. 


Given the progress made in 1984, these forecasts are not out of 
reach, but neither can they be taken for granted. The adjust- 
ments so far have been achieved at a high price in terms of unem- 
ployment, falling real incomes and so forth, and many Yugoslav 
commentators doubt whether there is very much room left for 
manoeuvre. But as international conditions in 1985 are not 
expected to differ substantially from those in 1984, а comprehen- 
sive improvement in economic development in Yugoslavia, as in 
previous years, will have to depend largely on more consistent 
and more substantial changes in macro-economic policy and in 
the economic system. 


—— 


Chapter 4 


EASTERN EUROPE AND THE SOVIET UNION 


4.1 GENERAL DEVELOPMENTS 


Aggregate net material product (NMP)—the usual measure of 
national output in the centrally planned economies—increased 
by some 3 1/2 per cent in eastern Europe and the Soviet Union in 
1984. This compares with 4 per cent recorded in 1983. The 
upturn in economic growth which started in 1983 thus continued, 
though somewhat more slowly. The overall change recorded for 
the region in 1984 conceals a noticeable difference in the pace of 
economic growth in eastern Europe compared with the Soviet 
Union. In eastern Europe the expansion of net material product 
(NMP) produced picked up from almost 4 per cent in 1983 to 
more than 5 per cent in 1984. In the Soviet Union, the growth of 
net material product used for domestic consumption and accumu- 
lation weakened from 31/2 per cent in 1983 to 21/2 per cent in 
1984. Growth of Soviet NMP produced in 1984 moderated from 
4to an estimated 3 percent. Soviet performance was affected bya 
contraction in crop production which led to stagnation of total 
gross agricultural output in 1984. In eastern Europe, agricultural 
output surged by almost 7 per cent over its 1983 level—which was 
itself the highest ever achieved by the six countries as a whole. 
This gave an important boost to the acceleration of NMP growth. 
Industrial expansion in 1984 was higher than in 1983 in both 
eastern Europe and the Soviet Union—particularly in the former. 
Aggregated annual plan targets for 1985 call for NMP growth of 
over 4 per cent in the region as a whole—somewhat less than that 
in the Soviet Union—and of almost 5 per cent in eastern Europe. 


Developments in 1984 and those anticipated in the annual 
plans for 1985 confirm that the centrally planned economies of 
eastern Europe and the Soviet Union are currently aiming to 
stabilize medium-term growth at rates similar to 1983-1984. This 
objective is to be combined with the attainment of higher overall 
efficiency, a priority which overrides the acceleration of econ- 
omic growth. Nevertheless, the transition to an “intensive” (1.e. 
resource efficient) path of economic growth appeared to be much 
more complex than envisaged. National policy documents now 
claim that the countries of the region are in fact only at the first 
stage of a comprehensive intensification of economic and social 
development. Statements on the economic strategy to be 
followed in the five-year plans for 1986-1990 and long-term р!апз 
to 1995 or 2000 emphasize that a transformation of the patterns of 
growth will be required in the second half of the 1980s. 


Both supply and demand factors contributed to changes in the 
pace of economic growth in the region. On the supply side, the 
acceleration in economic growth was assisted by the removal of 
the bottlenecks which braked performance in 1979-1982. This 
was coupled with greater efficiency in the use of many material 
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inputs, in some countries in particular. However, factor produc- 
tivity other than labour productivity lagged behind expectations. 
Indeed, capital productivity continues to decline. During the last 
two years significant changes also occurred on the demand side. 
This is especially true for investment expenditures in eastern 
Europe: they contracted in 1980-1982 but expanded by 2 per cent 
in 1983 and by an estimated 3 1/2 per cent in 1984. The same is 
true for the Soviet Union where investment growth averaging 
3 per cent in 1980-1982 was followed by a jump of almost 6 per 
cent in 1983 and an additional 2 per cent in 1984. Thanks to the 
acceleration in output growth, consumption also expanded in 
most countries, with some variation in growth rates between 
personal (private) and social (public) consumption. Neverthe- 
less, resources for domestic use (net material product used for 
domestic consumption and accumulation) continued to lag 
behind NMP produced. This-highlights the fact that the fastest 
rising demand component remained exports, the expansion of 
which outstripped the growth of output. Increased surpluses on 
the balance of trade eased debt servicing problems in those coun- 
tries which had them. After several years ofa virtual freeze, some 
new credit lines were opened in 1984 by financial institutions in 
the market economies in favour of the centrally planned coun- 
tries of the region. 


With regard to individual countries it is noteworthy that the 
deceleration of output growth in Bulgaria, which due to the bad 
harvest in 1983 persisted through that year, was checked in 1984. 
Poland recorded NMP growth of more than 5 per cent for the 
second year running and is thus gradually returning to a normal 
development path.!!9 Developments in this country nevertheless 
still merit attention. NMP produced in Poland in 1984 attained 
only roughly the 1975 level and external financial constraints still 
pose a considerable challenge. The German Democratic Repub- 
lic and Romania recorded the highest growth rates among the 
seven economies of the region, but NMP growth in 1984 also 
accelerated in Czechoslovakia and Hungary. This was so particu- 
larly in the latter country in which output virtually stagnated in 
1983. 


In the rest of this section, the main themes underlining the 
general developments summarized above are presented under 
te following headings: (i) the pace of recent and medium-term 
growth; (ii) patterns of economic growth; (ili) factor inputs and 


110 For this reason the group “eastern Europe excluding Poland”, 
contained in tables in the last three Surveys, is omitted in this edition. 
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efficiency; (iv) foreign economic relations; (v) resources for 
domestic use; and (vi) policy objectives for 1985. 


(i) The pace of recent and medium-term growth 


Economic developments in the region in 1983-1984 may be 
viewed from four different aspects: against the background of the 
decelerating trends recorded in the second half of the 1970s and 
at the beginning of the 1980s; of the average paces of growth laid 
down in the five-year plans for 1981-1985; of the relationship 
between the annual and five-year plans and also the likelihood of 
implementing the latter (table 4.1.1, appendix table B.1 and chart 
Ч 


Chart 4.1.1A clearly indicates the basic features of recent 
economic developments and their role in the years 1980-1984. 
Aggregated NMP changes for both eastern Europe alone and 
including the Soviet Union suggest that the decelerating trend in 
the region was checked as early as 1981. However, some other 
evidence suggests that the forces responsible for the deceleration 
in economic growth were not in fact overcome until 1982. 


In the first place, it is important to note that NMP produced in 
eastern Europe in 1982 virtually stagnated. The change in the 
aggregate NMP growth rate of the six countries concerned from 
negative to slightly positive in that year resulted mainly from the 
smaller absolute decline in Polish NMP (a fall of 5 1/2 per cent in 
1982 as compared with a 12 per cent decline in 1981). In fact, the 
combined NMP growth rate of the five other east European 
countries in 1982 (just over 2 per cent) was still lower than that in 
1981 Gust under 3 percent). On the other hand, changes in Soviet 
NMP growth rates, due to wide fluctuations in agricultural 
output, do not necessarily indicate changes in the underlying 
development trend. Indeed, chart 4.1.1B and Appendix table 
B.13 clearly show that a substantial recovery in agricultural 
growth—from a 1 percent decline т 1981 to a5 1/2 percent rise in 
1982—masked a continuing slowdown in Soviet industrial 
production. A clear reversal of the underlying trend of decelerat- 
ing growth, which characterized the second half of the 1970s and 
the beginning of the 1980s, could only be achieved by a change in 
the trend of industrial growth—by far the largest sectoral con- 
tributor to the country’s NMP growth in most years. Chart 4.1.1C 
and Appendix table B.11 show that this reversal did not occur 
until 1983. Thus the years 1983-1984 appear to be the turning 
point for NMP growth in the region as a whole.!!! 


Developments in 1983-1984 can also be assessed relative to the 
average annual NMP growth rates as envisaged by the five-year 
plans for 1981-1985 (table 4.1.1 and chart 4.1.2). The relation- 
ships between average annual NMP growth rates laid down in the 
five-year plans and the annual NMP growth rates actually re- 
corded by most countries suggest that the period 1981-1984 could 
be divided into two. The transitional year between the two sub- 
periods is either 1982 or, in some countries, 1983. In the first sub- 
period, annual NMP growth rates in some countries were below 
the average targets of the five-year plans, while in the second they 
exceeded them. This was the case in Czechoslovakia and Poland 
(the three-year plan in Poland is taken as a substitute for the five- 
year plan here). However, this pattern is not so clear cut in the 
other countries. In Bulgaria, in spite of the deceleration which 
lasted through 1983, actual NMP growth rates in 1981-1984 were 
above the average annual NMP growth rate envisaged by the five- 
year plan in all years but 1983. In the Soviet Union, where the 
annual NMP target within the five-year plan itself is broken into 


1! This was pointed out also by the Financial Times, 12 November 
1984, p. 7: “The most noticeable feature of developments in Comecon 
recently has been the general economic upturn, beginning in 1983 and 


apparently continuing into this year.” 


CHART 4.1.1. 
Net material product and sectoral gross output 
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TABLE 4.1.1 


Net material product 
(Annual percentage change) 
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Source: National statistics, plan and plan fulfilment reports. 
4Five-year growth rate implied by the annual plans 1981-1985. 
bImplied by actual growth rates 1981-1984 and annual growth rate planned for 1985. 


NMP objectives for individual years, actual NMP growth was 
below the average five-year target in 1981, above it in 1982-1983 
but below it in 1984. 


In the German Democratic Republic, and especially in 
Romania, actual NMP growth mostly remained below the aver- 
age annual rate envisaged by the five-year plan. In fact, NMP 
growth in both countries in 1984 rose slightly above the average 
five-year target for the first time in the current quinquennium. In 
Hungary actual NMP growth rates remained below the average 
annual five-year plan objectives in all years since 1980. Indeed, 
only the highest (3 per cent) annual NMP growth rate attained 
during 1981-1984 approached the average growth objective 
retained in the five-year plan (2.7-3.2 per cent). 


The relationship between annual and five-year plans is also of 
interest. In all countries of the region the five-year plans are the 
main planning instruments. Annual plans are considered to 
embody the tactical initiatives needed to implement the five-year 
plan strategy. Hence, it is recognized that annual plans may 
respond to changing circumstances and even depart from the 
path laid down in the five-year plans. Such departures are, 
however, expected to be temporary. Any deviation of annual 
plans over several years from the general line determined by the 
five-year plan is usually described as an adjustment or refinement 
of the five-year plan. It can, however, constitute more than that. 


An analysis of such deviations (chart 4.1.2) suggests several 
conclusions. First, the similarity between the growth curves of 
annual plan targets and of actual growth rates in most countries 
indicates that the authorities were already aware of growth con- 
straints at the beginning of the 1980s (table 4.1.1 and chart 4.1.2). 
The lag of actual NMP growth rates at the beginning of the period 
compared with plans could indicate that the strength of these 
constraints were underestimated when the five-year plans were 
prepared. In contrast, when the adjustment policy began, policy- 
makers tended to take a cautious stance in framing annual plan 
targets. This is indicated by the fact that actual NMP growth rates 
in the second half of the quinquennium were above the annual 
plan targets. 


Three-year plan 1983-1985. 
dImplied by actual growth rates 1983-1984 and annual growth rate planned for 1985. 
© Ме! material product used for domestic consumption and accumulation. 


Second, a comparison of the average annual NMP growth rates 
of the five-year plans for the period 1981-1985 and the combined 
annual NMP targets contained in the annual plans for the same 
period shows the relationship between the two kinds of plan. 
Three main situations can be identified. Taking into account the 
good performance in 1981-1982, the Bulgarian annual plans 
upgraded the five-year NMP target from 3.7 per cent foreseen in 
the five-year plan to more than 4 per cent implied by the corre- 
sponding annual plans. The relationship between the two sets of 
targets is somewhat different in the Soviet Union and Czecho- 
slovakia. The combined targets for net material product used for 
domestic consumption and accumulation contained in the last 
five annual plans of the Soviet Union imply virtually the same 
average annual rate (3.3 per cent) as that incorporated in the five- 
year plan (3.4 per cent). The average annual NMP produced 
growth rate implied by annual plans of Czechoslovakia (1.9 per 
cent) falls within the margin envisaged by the five-year plan (1.6- 
2.2 per cent). Finally, in the German Democratic Republic, 
Hungary, Poland and Romania, the combined NMP targets of 
successive annual plans indicate some scaling down relative to 
the NMP growth targets envisaged in their corresponding five- 
year plans (three-year plan 1983-1985 in the case of Poland). 
However, since the difference between the two sets of five-year 
average NMP growth rates ranges from 1/2 to less than | percent- 
age point, it can be concluded that in those cases also the annual 
plans remained within the limits of adjustment and refinement of 
the medium-term plans. 


Finally, actual NMP growth rates recorded in 1981-1984 can be 
combined with the NMP growth rate targeted for 1985 in order to 
assess potential overall implementation of the five-year plans. A 
comparison between implied five-year performance and the aver- 
age NMP growth rates of the five-year plans can then be made. 
The exercise suggests that, if actual NMP growth in 1985 de- 
velops according to the annual plan for that year, Bulgaria will 
achieve faster economic development than envisaged in its five- 
year plan. For the Soviet Union, the average growth rate of NMP 
for domestic consumption and accumulation would 
In Czechoslovakia, 
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actual performance on the same assumption will be slightly 
above the lower margin of the rate envisaged in the five-year 
plan. The likely outcome for Poland is similar relative to its 
three-year plan for 1983-1985. In the three remaining countries, 
even if NMP growth rates envisaged by the annual plan for 1985 
are achieved, average annual NMP growth rates will lag behind 
the five-year plan targets by about one sixth in the case of the 
German Democratic Republic, one quarter in Hungary and by 
about one third in Romania. However, it should be mentioned 
that both the five-year and the annual 1985 objectives for 
Romania are the most ambitious of the region. 


(ii) Patterns of economic growth 


As already shown in section (i), industry and agriculture play 
different roles in determining the pace of economic growth of the 
centrally planned economies. Industry, as the biggest sector, 
determines medium- and long-term rates of growth while agri- 
culture is the main contributor to short-term fluctuations. The 
comparisons between the roles of the two sectors in output 
changes presented earlier were, nevertheless, indicative rather 
than conclusive. This is because the changes in gross output of 
industry and agriculture were compared with overall net material 
product. Moreover, no other sector was considered. 


To provide a more reliable comparison between total and 
sectoral outputs and thus to highlight patterns of economic 
growth, total gross output and the sectoral gross outputs of 
industry, agriculture and construction are presented in table 4.1.2 
and chart 4.1.3. Some significant features of the gross output 
indicator should, however, first be pointed out. 


First, it should be kept in mind that gross output as defined in 
the seven countries of the region includes not only fixed capital 
costs as in gross national product (GNP) in the System of 
National Accounts (SNA system) of output measurement, but 
also the intermediate consumption of material goods and 
services. This is so for both total output (usually referred to as 
gross social or gross material product) and sectoral output. This 
implies that gross output contains an element of double counting 
of items which are produced in one sector and processed in 
another. Comparisons between total and sectoral gross output 
therefore contain the implicit assumption that the degree of 
double counting is similar at both national and sectoral level, and 
also over time. Both assumptions may be questioned over long 
time periods, but in the short to medium term they can be taken 
as realistic. In any case changes in the gross output of industry, 
agriculture and, in some countries, also construction, regularly 
published in plan fulfilment reports issued at the beginning of 


TABLE 4.1.2 


Gross material product by sector 
(Annual percentage change) 


1976- Plan 
1980 1980 1981 1982 1983 1984 1985 
Bulgaria 
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Source: National statistics: Statisticheskii ezhegodnik stran-chlenov SEV 1983(CMEA Statistical Yearbook 1983), pp. 17-24 plans and 
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each year to summarize performance in the previous year, are the 
only output indicators available. 


Another problem with gross output as a measurement of na- 
tional and sectoral output stems from the fact that plan fulfilment 
reports issued at the beginning of each year on developments in 
the preceding year do not usually contain any information on 
change in aggregate gross output. This is available only later on, 
in either national or CMEA statistical yearbooks. Changes in the 
pattern of economic growth in 1984 can therefore be assessed 
either by comparing overall net total output and sectoral gross 
output, or by estimating total gross output. In most previous 
Surveys the first approach was used. In this sub-section, however, 
the second approach will be attempted. 


To provide a more consistent inter-country comparison, 
changes in total gross output are calculated on the basis of indices 
regularly published for all countries of the region, except Poland, 
in the statistical yearbooks of the Council of Mutual Economic 
Assistance (CMEA). For Poland national figures are used for 
total gross output, and also for sectoral gross outputs. Where 
changes in gross output of construction for 1984 or even 1983 
have not yet been reported in national sources, they were esti- 
mated on the basis of reported or estimated changes in invest- 
ment and in particular on the share of construction work in total 
investment. 


It is clear from the data assembled in this way that changes in 
total gross output closely follow both the direction and the size of 
changes in industrial gross output (table 4.1.2 and chart 4.1.3). 
This reflects the high share of industry in total national produc- 
tion.!!2, Nevertheless, the relationship between changes in total 
and industrial gross outputs are not the same in all countries. 
They are virtually parallel in Bulgaria, Hungary and the Soviet 
Union; they diverge somewhat, but are still very close in 
Czechoslovakia, and diverge more widely in the German Demo- 
cratic Republic, Poland and Romania. On the other hand, it is 
noteworthy that in six out of the seven countries in 1978-1984 the 
indices of industrial gross output shown in chart 4.1.3 were 
higher than those of total gross output—except in Bulgaria after 
1979. The annual changes in agricultural gross output shown in 
table 4.1.2 and the indices in chart 4.1.3 demonstrate that changes 
in this sector were much larger than in industry. They were very 
volatile in some countries. In spite of the relatively low shares of 
agriculture in total national production,'!3 therefore, this volatil- 
ity caused considerable fluctuations in the total output of indi- 
vidual countries—for instance in the German Democratic 
Republic in 1982 and in the Soviet Union in 1984. 


Over the medium term, however, it seems that agriculture 
consistently played an influential role—particularly, in different 
ways, in Hungary, Poland and the Soviet Union. In Hungary agri- 
culture was the fastest expanding sector and it has pulled overall 
growth upward since 1979. Even in the short run, falls in Hun- 
gary’s agricultural production should be interpreted, bearing in 
mind the unusually strong rise in output in 1982, as fluctuations 
around the post-1979 trend. Hungarian agriculture thus miti- 
gated the decelerating trend of output from the end of the 1970s 
to the beginning of the 1980s. At the same time, it provided 


112 п NMP terms, the share of industry in national output ranged over 
the region between 44.2 per cent for Hungary and 68.7 per cent for the 
German Democratic Republic in 1980, and between 45.3 percent and 68.5 
per cent for the same two countries in 1983. Statisticheskii ezhegodnik 
stran-chlenov SEV 1984 (CMEA Statistical Yearbook 1984), Moscow, 
1984, p. 39. 

113 These ranged between 8.4 per cent in the German Democratic 
Republic and 17.0 per cent in Bulgaria in 1980, and 7.8 per cent in the 
German Democratic Republic and 20.3 per cent in the Soviet Union in 
1983 (NMP terms), ibid. 


sizeable export surpluses. In Poland agriculture has played a 
different but nevertheless positive role in the medium-term 
growth of Polish output. Imported agricultural inputs were cut 
back sharply in 1979 and 1980, and gross agricultural output in 
Poland fell by 12 per cent in those years. It subsequently fluctu- 
ated around this lower level, while industrial output continued to 
fall throughout 1982. Its below average import dependence, and 
also institutional factors, made Polish agriculture more resistent 
to output-inhibiting constraints than any other sector. Total 
gross Output thus fell by less than it might have done otherwise. 


In the Soviet Union, agriculture had a quite different and 
indeed substantial growth-inhibiting influence. The fall of agri- 
cultural output in three consecutive years (1979-1981) reinforced 
other growth constraints which were at their strongest at that 
time. The gross output and net material product growth rates 
recorded in 1979 were the lowest of the post-war period, and 
mainly reflected the decline in agricultural output. In 1984, zero 
growth of gross agricultural output again depressed the gross and 
net material product growth rates, and halted the acceleration 
which had begun in 1983. An exceptional sequence of unfavour- 
able climatic conditions, particularly in 1979-1982, largely 
explains Soviet agricultural performance. However, the coun- 
try’s size, as well as its geographical and climatic variety, suggests 
that weather is not the only explanation.!!4 Soviet commentators 
have themselves pointed out that “normal” climatic conditions 
(i.e. the most frequent or average conditions) should be dis- 
tinguished from desired or optimal weather. Policy now leans 
towards concentration of production on land where the effect of 
weather can to some extent be controlled, rather than towards 
further extension of agricultural land. This would provide a more 
stable basis for Soviet agricultural output, in particular grain 
production. A decree issued in October 1984 focuses directly on 
this objective, and other steps to improve agricultural perform- 
ance have been undertaken. 


Finally, it should be mentined that the data presented suggest 
that construction was not an important determinant of overall 
growth performance in any of the countries of the region (see also 
chart 4.1.3). Indeed, gross output of construction fell by much 
more than agriculture and industry in Poland, and declined or 
remained stable in three other countries in which total gross 
output decelerated strongly (Czechoslovakia, Hungary and 
Romania). In Bulgaria and the Soviet Union, construction 
output rose but at a much slower pace than in industry. These 
developments are not unexpected, since variations in economic 
growth tend to affect construction more than any other sector. 
The revival of construction output in 1983-1984, when the pace of 
economic activity turned upwards in all countries but Hungary, 
confirms this. The continuing decline in Hungarian construction 
output can also be interpreted in terms of the emphasis placed on 
using existing capacities more efficiently and limiting new starts. 
However, the steep decline in the Hungarian accumulation 
ratio 5 may also indicate that net capital formation in Hungary 


114 In commentaries On crop results in 1984, it was stated: “The sector 
[agriculture] is not developing steadily. During the years of the 10th five- 
year plan fluctuations in grain production reached 58 million tonnes. 
This year too the drought did considerable damage. There is a great diver- 
sity in yields, sometimes even on neighbouring farms. Skill and zonal 
agricultural techniques, tried and tested in practice, are not skilfully 
brought into play everywhere against bad weather. As arule, itis because 
of poor organisation that crop rotation and new varieties are introduced 
only slowly and the schedules for carrying out operations are violated.” 
Pravda, 26 November 1984 


115 In Hungary the share of accumulation (net capital formation) in 
domestically used NMP was 27.7 per cent in 1975. It declined progress- 
ively to only 12.8 per cent in 1983—by far the lowest of the seven countries 


of the region. See Statisticheskii ezhegodnik stran-chlenov SEV 1984, 


(CMEA Statistical Yearbook 1984), Moscow, 1984, p. 40. 
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has fallen below the level necessary to provide balanced econ- 
omic growth in the future. Any further contraction of construc- 
tion activity could brake the structural changes necessary to 


consolidate growth potential under the changed condition of 
recent years. 


/ 


(iii) Factor inputs and efficiency 


Employment and labour productivity, as well as fixed assets 
and capital productivity, have been regularly analysed in previous 
issues of the Economic Survey of Europe. At the beginning of 1985, 
no statistical data on employment in the material sphere were 
available for most countries of the region in 1984, but in- 
formation to hand did not suggest any great changes from pre- 
vious years. It is thus likely that labour productivity continued to 
grow at rates close to that of NMP or perhaps even higher—for 
instance in Hungary. Similarly, it can be assumed that capital 
productivity continued to decline in most countries (chart 4.1.4). 
Because of recent slowdowns in the growth of fixed assets, 
however, it is likely that rate of decline of capital productivity 
moderated. In Poland, where exceptionally low investment 
slowed down the growth of fixed assets to the point that in 1983 
they grew significantly slower than NMP produced, capital 
productivity in 1984, as well as in 1983, probably rose. 


Both labour and capital productivity are discussed in some 
detail in the sections on agriculture (section 4.2 below) and 
industry (section 4.3 below). For this reason, this sub-section 
will focus mainly on material inputs and investment. 


(a) Material inputs and material intensity 


Direct, fully accessible information on material input use is 
only available by calculating the relationships between output 
and consumption of individual items (such as electricity, coal, 
oil, steel, etc.). As shown in a previous edition of this publi- 
cation,'!® and also in section 4.3 below, several individual ma- 
terial inputs did constrain growth in 1980-1982. The subsequent 
expansion of output by the respective branches eased bottle- 
necks while the main production aggregates also expanded at 
faster rates. The use of such partial indicators is inadequate for 
an assessment of the relationship between material inputs and 
the growth of the economy as a whole. There is, however, no 
physical unit which can be used as acommon denominator for all 
material inputs. Their global role can therefore only be analysed 
indirectly. 


One approach is to compare the growth of gross material 
product, usually referred to as gross social product, and of net 
material product. As already mentioned in sub-section 4.1(ii), 
gross social product is defined as the gross value of the national 
output of all material sphere sectors.!!7 It includes both fixed 
capital costs (depreciation) and the intermediate consumption of 
material goods and services. Taking into account that, due to the 
vertical (sectoral) linkages between economic units, the goods 
produced in some enterprises are processed in others, gross 
output clearly includes a significant degree of double counting.''* 
This varies from country to country, depending on the extent of 
vertical integration of economic activities as well as on other 


116 Economic Survey of Europe in 1983, pp. 111-112. 

117 Aggregate social product appears to be a synonym for (gross) social 
product. It 15 similarly defined by Academician A. Anchishkin, National 
Economic Planning, Moscow, Progress Publishers, 1980, p. 246. 

118 This is also pointed out in Basic Principles of the System of Balances 
of the National Economy, Series F, No. 17, United Nations, New York, 
1971, p. 13, where gross social product is termed as “the global product”: 
“The inclusion of material inputs in the global product means that the 
value of the product contains an element of duplication.” 


institutional structures.!!9 Such differences make it impossible 
to compare levels of gross output of different countries, but the 
relationships over time between gross social product and net 
material product can provide meaningful information. 


The ratio of gross social product to net material product, which 
can be derived in volume terms for all countries of the region, can 
therefore be taken as an approximate measurement of the ma- 
terial intensity of net material product. The differences between 
gross social product and net material product include depreci- 
ation charges in addition to the value of intermediate material 
goods and services. This somewhat distorts the result. The 
distortion remains however within tolerable limits, first because 
depreciation charges in all countries account for less than 10 per 
cent of net material product; and second because the ratio of 
depreciation charges to net material product does not change 


significantly over time. Its effects will therefore be ignored 
hereafter. !20 


Ratios of gross social product to net material are presented 
both for recent years and also for the period 1960-1980 (table 
4.1.3).121 


The figures presented in the table show clearly that during the 
1960s growth was based upon an “extensive” rather than on a 
resource-efficient growth strategy in eastern Europe and the 
Soviet Union.!22 In fact, in all east European countries except 
Hungary, gross material product grew by 1-1 1/2 percent per year 
faster than NMP. In the Soviet Union, however, gross material 
product grew somewhat slower than NMP, and material intensity 
declined. Among other things, this was probably a result of the 
economic reforms introduced in 1965. In 1971-1975, the ratio of 
gross to net material product remained virtually unchanged in all 
east European countries but Poland (where it rose), and Romania 
(where it declined). NMP growth rates in that period were 


19 Forexample, at current prices the gross social product of Bulgaria in 
1983 was 68,782 million leva while net material product amounted to 
23,479 leva or 34.1 per cent of the former. In the same year, the gross 
social product of the Soviet Union (at current prices) was 1,293.9 billion 
roubles while net material product totalled 548.1 billion roubles or 42.4 
per cent of the former. Statisticheski godishnik na NR В’1вапа (Statistical 
Yearbook of Bulgaria), Sofia, 1984, p. 12-13 and Narodnoe khoziaistvo 
SSSR v 1983 g. (Statistical Yearbook of the USSR in 1983), Moscow, 1984, 
pp. 47 and 407. 


A more precise indication of the extent of double counting could be 
obtained by adding depreciation charges (4-7 per cent of the gross ma- 
terial product) to net material product, but these are not available for all 
the countries at constant prices. Further to this, it should be noted that 
comparison between gross and net output within an individual country 15 
feasible as long as gross and net output continue to be identified and 
measured in enterprises and other economic agents which remain at the 
same level of organizational subordination over the time period to be 
examined. 

120 To avoid possible methodological inconsistencies, the calculations 
are based on data in CMEA statistical yearbooks. 

121 The stability of annual changes in the ratio provides implicit con- 
firmation ofits reliability, and of its relative freedom from possible breaks 
in the relationship indicated above. Further indirect confirmation arises 
from the conclusions they suggest. For instance, the ratio declined 
fastest in the German Democratic Republic whose successful perform- 
ance in reducing material inputs per unit of output is frequently taken 
as a model for other countries of the region. 

122 The still prevailing extensive character of the overall development 
path in the Soviet Union was also emphasized by Academician 
A. Aganbeg’ian, Director of the Institute of Economics and Organisation 
of Industrial Production of the Siberian Department of the USSR 
Academy of Sciences: “So far approximately two thirds of the country’s 
national economic development has been effected by enlisting additional 
production resources, that is, extensively. Here the integral (or aggre- 
gate) indicator of sociual production efficiency growth—including the 
degree to which fixed capital, capital investment, fuel, raw material and 
manpower are used—increases by approximately 1.5 per cent per year Of 
course, this figure satisfied no-one.” A. Aganbeg’ian, “Experiment and 
Self-Financing (Khozrashchet)”, Trud, 28 August 1984 
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TABLE 4.1.3 


Gross material output to net material output гайоз 


(Annual percentage changes) 
pitt Liteninworr обр ne Se Ses ES Eee 


Ty ioe eet isis aes” edb fond 
Bulgaria ПЕ One 02 0.1 и 0g 0.5 0.1 0.5 
Czechoslovakia 0.8 0.2 == 0.6 = ый 0.5 0.2 0.5 
German Democratic Republic. 1.1 0.2 (be S535 S28. 57», МЭ 0.3 
Hungary . 0.4 —0.1 0.6 _ 02 0.2 0.3 —0.8 0.3 
Poland . 1.6 ПЕЙ — №016 (pil = 0.5 0.5 0.5 
Romania . 07 —07 —0.2 —0.6 —1.6 — “09 = = 
Soviet Union ay Gee 02 = = —0.5 = 0.3 = 


EE eee 
Source: Calculated on the basis Statisticheskii ezhegodnik stran-chlenov SEV 1984 (CMEA Statistical Yearbook 1984), Moscow 1984, 


pp. 17-24. 


aCalculated from the ratio of the index of gross material output divided by the index of net material output. 


b Estimates. 


accompanied by import expansion in the countries concerned. 
This helped to prevent bottlenecks, which in fact appeared in the 
late 1970s as inputs were cut back. In the Soviet Union some 
deterioration in the ratio took place in 1971-1975. As Soviet 
import dependence is relatively low this cannot be explained in 
terms of foreign balance constraints. The temporary decline in 
efficiency therefore could be attributed to a deceleration in the 
pace of economic reforms. In 1976-1980, further improvements 
occurred in all the east European countries but the German 
Democratic Republic and Hungary. In the latter case the rather 
strong deceleration in NMP growth in 1978-1980 could partly 
explain the increase in the gross to net output ratio. There was 
also some decline in material intensity in the Soviet Union in 
1976-1980. Finally, almost all countries experienced either 
unchanged or declining material intensity in 1981-1984: the 
exception was Czechoslovakia, due to slow NMP growth. Al- 
together, as for the direction of changes, all countries have moved 
towards more efficient use of material inputs. As already 
mentioned, the most striking improvements in this respect were 
achieved by the German Democratic Republic. 


With regard to the degree of change, developments were much 
less satisfactory. In fact, the last column of the table indicates 
that material intensity as described by ratio of gross to net ma- 
terial product has hardly declined over almost a quarter of a 
century. Indeed, even if allowance is made for somewhat higher 
depreciation charges in recent years, and for the fact that changes 
in the degree of vertical integration have contributed to changes 
in the difference between gross and net output, the data never- 
theless indicate no significant decrease in material inputs per unit 
of output in most countries until recently. Moreover, those 
recorded recently, except in the German Democratic Republic, 
did not significantly change overall material intensity. Of course 
this is not to deny that in some sectors—as, for instance, in 
industry (see section 4.3 below)—material intensity may mean- 
while have declined, at least in some countries.' It simply takes 
into account overall changes in gross-to-net output ratios. !24 


Two other points should be taken into account in interpreting 
these findings. First, the overall level of material intensity in 


123 According to М. В. Eidel’man, Statistika obshchestvennogo 
produkta i natsionalnogo dokhoda у SSSR, Moscow, Statistika, 1980, р в. 
in the Soviet Union, ever since the 1960s, “... {пе size of the increment in 
national income [NMP] in all branches of material production except in 
agriculture in all periods outstripped the size of the increment in the 
social product. In agriculture there were opposite tendencies in the same 
periods. Only in years with good harvests (1966, 1970 and 1973) were the 
sizes of the increments in net output in agriculture higher than those in 
gross output.” 


most countries of the region is still very high judged by contem- 
porary technological standards—about 40 per cent higher than in 
the most developed market economies according to some 
experts.!25 Second, even in the Soviet Union—and still more in 
eastern Europe—energy and raw material production cannot in 
future rise at previous rates. Development of the remaining 
deposits of these resources will entail higher exploration and 
transport costs. Thus, increasing scarcity and higher costs of 
developing new energy and raw material resources can be only 
partly offset by improved use of existing technologies in the short- 
to medium-term. In the longer term they can only be solved by 
large-scale introduction of new technologies, accompanied by 
far-reaching changes in the structure of output and resource 
и5е.126 The achievement of lasting economies of energy and raw 


124 As for the Soviet Union, it is interesting to note that the faster 
growth of gross relative to net output began in the 1970s, while in the 
three previous decades the contrary relationship prevailed: “The pace of 
growth of national income [NMP] as compared with 1940 outstripped that 
of social product, which was determined by a decrease in the share of 
productive material costs in the total social product. In certain periods, in 
particular in the last two quinquennia [1971-1975 and 1976-1980], the 
tendency was in the reverse direction; it was caused by the expansion of 
fixed investments and by the renewal of fixed assets, in particular in 
agriculture, and also by structural shifts in the national economy.” 
М. R. Eidel’man, op. cit., pp. 7 and 8. 


25This was pointed out, among others, by Academician О. Bogo- 
molov, Director of the Institute of Economics of the World Socialist 
System of the Acedemy of Sciences of the USSR: “according to our analy- 
sis we [CMEA countries] consumme 40 per cent more of raw materials 
and energy per unit of net material product than on the average in the 
most developed western countries.” Borba, Belgrade, 26 July 1984, p. 6. 

Similar comments may be found in the daily newspapers of the coun- 
tries concerned. In the editorial published in Pravda, 8 August 1983, p. 1, 
for instance, it was stated in respect of the Soviet Union that: “On the 
whole, the situation in the utilization of material resources has remained 
unfavourable. In comparison with the best world indicators, we still 
consume more energy and raw materials per unit of national income 
[ММР].” 


126 Оп the basis of comparisons between long-term economic develop- 
ments in all the countries concerned but Romania, the Czechoslovak 
economist A. NeSporova stated: “Empirical estimates have led to the 
conclusion that the more developed an economy is, while at the same 
time having only limited or zero supplementary resource increments in 
the available resources at its disposal, the more the substitution rate 
among productive factors declines and approaches fixed proportions. 
The summary efficiency of productive factors in the studied period [1960- 
1980] has grown relatively very slowly. Unless a substantial increase in 
the efficiency of production due to technical progress and adequate 
changes in the economic mechanism occurs, any single productive factor 
limited can act as a barrier to economic growth.” A. Nesporova, “Kompa- 
race dlouhodobého ekonomického rf&stu Sesti socialistickych zemi” (A 
comparison of long-term economic growth in six socialist countries), 
Politicka ekonomie, Prague, vol. XXXII, 1984, No. 10. p. 1048. 
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materials per unit of output is thus highly dependent on the 
volume of investment, structural changes and comprehensive 
efficiency adjustments in the overall system of planning and 


economic management. So far these have lagged behind require- 
теп(5.127 —— 


у 


(b) Investment and output/investment ratio 


In almost the whole post-war period economic growth in the 
centrally planned economies of eastern Europe and the Soviet 
Union was based mostly on the creation of huge new production 
capacity. In addition to the maximum mobilization of man- 
power, and ever increasing energy and raw material supplies, this 
required rapid investment expansion !28 and therefore high rates 
of accumulation in domestically used net material product. !29 
This entailed, among other things, slower growth in the standard 
of living as compared with growth of NMP produced. In the 
second half of the 1970s, most of the countries concerned found 
that this type of development—usually referred to as “extensive” 
growth—could not be continued. Hence, as pointed out in many 
national statements and explicitly or implicitly in the five-year 
plans for 1981-1985, the transition to an “intensive” (i.e. resource 
efficient) development process was declared to be the central 
feature of the new development strategy. In the long run this 
should leave room for faster growth of total consumption relative 
to total domestically used net material product, i.e. the share of 
accumulation in the latter should decline. This is often referred 
to as socially (i.e. standard of living, welfare) oriented growth. 
On the other hand, this assumes that further growth of NMP 
produced can be achieved with relatively lower investment 
growth. Accordingly, in the five-year plans for 1981-1985, differ- 
ences in the growth rates of the two aggregates have been very 
marked in Romania and substantial in most other countries. 
Five-year plan strategies specified no growth in investment in the 


127 Assessments of this kind may be found in political statements of the 
countries concerned: 


In mid-1983, the late Mr. Y. Andropov, at that time General Secretary 
of the CPSU Central Committee and President of the Presidium of the 
USSR Supreme Soviet, stated: “Above all, we cannot be satisfied with the 
pace of the transfer of the economy to the lines of intensive development. 
The reasons are different. It seems that in looking for ways to resolve new 
tasks we were not vigorous enough, that not infrequently we resorted to 
half measures and could not overcome the accumulated inertia fast 
enough. Now, we must make up for what we have lost. This will demand, 
among other things, changes in planning, management and the economic 
mechanism. And we are obliged to make such changes in order to enter 
the new five-year period so to say fully armed.” Quoted according to Press 
Bulletin, Geneva Permanent Mission of the Soviet Union, No. 147 (595), 
August 1983, p. 2. 

One year later a similar statement was made by Mr. M. Jakes, member 
of the Presidium and Secretary of the Central Committee of the Com- 
munist Party of Czechoslovakia: “In management and decision-making 
practice the extensive approach has survived. The current mechansim of 
management is not creating sufficiently effective pressure towards inno- 
vation in production and production programmes, improving quality and 
in this way achieving high productivity.” Rudé pravo, 17 June 1984, р. 3 

128 According to a recent CMEA secretariat review of long-term 
economic development within the organisation, the NMP of the CMEA 
countries increased by 80 per cent in 1971-1983, while the total volume of 
capital investment increased by 84 per cent. This confirms the close re- 
lationship between investment and growth in all the CMEA countries 
Social and Economic Achievements of the CMEA countries over 1971-1983, 
Moscow, CMEA secretariat, July 1984, pp. 2 and 3. 

129The share of accumulation in domestically used NMP ranged 
between 24 per cent in Hungary and almost 30 per cent in the Soviet 
Union in 1970 and between 22 per cent in the German Democratic 
Republic and as much as 34 per cent in Poland in 1975. Statisticheskii 
ezhegodnik stran-chlenov SEV 1984—(CMEA Statistical Y earbook 1984), 
Moscow 1984, p. 40. 


German Democratic Republic and Hungary and even indicated a 
decline in its level in Czechoslovakia and also in Poland (in the 
latter case, relative to the provisions of the three-year plan 1983- 
1985). Comparisons between planned and actual growth of NMP 
and investment (table 4.1.4) suggest several conclusions. 


First, overall economic growth in most countries of the region 
indicates that the relationship between NMP growth and gross 
investment growth is rather stable and, therefore, cannot be 
changed in the short- or even in the medium-term without effects 
On Output growth. This general observation is apparent, if to a 
differing extent in the various countries concerned. If develop- 
ments in 1985 are as specified in the annual plan for that year, 
NMP in Bulgaria in 1981-1985 will grow slightly faster than laid 
down in the five-year plan and so will gross investment. The 
average ratio of NMP growth to investment growth for the quin- 
quennium asa whole will remain unchanged. In Czechoslovakia, 
investment fell within the limits set by the five-year plan, but 
NMP growth only attained the lower point of the target range. 
Output per unit of investment thus rose more slowly than ex- 
pected. In the German Democratic Republic, investment will 
probably be marginally lower, instead of marginally higher as 
planned. NMP growth will be about one sixth lower than tar- 
geted by the five-year plan. A marked decline will be recorded in 
Hungarian investment in 1981-1985, compared with the no- 
growth plan objective, but actual NMP growth for the quinquen- 
nium will be about three quarters of the rate implied by the mid- 
point of the target range of the five-year plan. Nevertheless, it 
should be stressed that in both Hungary and the German Demo- 
cratic Republic, NMP will grow faster than investment, i.e. 
output growth will be considerably less investment-intensive 
compared with the previous quinquennium. To halt the decline 
in NMP recorded in 1979-1982 and push the NMP growth rate up 
to 5 per cent, Poland has had to expand investment by some 6 рег 
cent annually, as compared with a decline of about 6 1/2 per cent 
laid down in its three-year plan for 1983-1985. In Romania invest- 
ment expanded considerably less than foreseen by the five-year 
plan, but so did NMP produced. Furthermore the NMP to gross 
investment ratio increased markedly. Finally, in the Soviet 
Union it proved necessary to expand investment at almost twice 
the rate envisaged in the five-year plan in order to obtain the 
expected NMP produced growth of some 4 per cent annually. 
The NMP/gross investment ratio in fact remained unchanged. 


The above review of changes in factor inputs and efficiency 
suggests the following tentative conclusions. First, the acceler- 
ation in economic growth recorded in 1983-1984 was obtained 
mainly by removing critical bottlenecks in energy and raw ma- 
terial supplies. The overall level of efficiency of energy and raw 
material utilization—despite some improvements in recent 
years—remained virtually unchanged in most countries. 
Secondly, present levels of efficiency in the use of energy and raw 
materials can only be improved by the introduction of new tech- 
nologies in many sectors and by significant structural changes. '*° 
The contribution of changes in economic management, so far 


130 The importance of such changes was emphasized by Mr. M. S. 
Gorbachev, Secretary General of the CPSU: “The improvement of the 
economic apparatus and of the entire system of economic management, 
and the implementation of a number of structural shifts in production, 
are on the agenda. The solution of these tasks necessitates the faster 
development of science and technlogy and the introduction of their 
achievements into practice. To increase the pace of scientific and techni- 
cal progress is an imperative command of the times. Something else is 
equally important—to make efficient and thrifty use of everthing that 


already exists.” Pravda, 21 February 1985, р. 2 
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TABLE 4.1.4 


Gross investment and net material product 


(Annual percentage change) 
ГО ПЕ ОИ ЗИ ОЕ КЕ 


1981-1985а 1981-1985 
implied plan 


1985 


1982 1983 1984 plan 


peared ПО FAY ОР ЕО Ss SE 


1976- 
1980 1981 

Bulgaria 

Net material product 6.1 5.0 

Gross investment. 4.0 10.5 

NMP/gross investment ratio 7 —51 
Czechoslovakia 

Net material product 3.7 —0.1 

Gross investment . } 3.5 —4.6 

ММР/2го$$ investment ratio 0.2 4.8 
German Democratic Republic 

Net material product 4.2 4.8 

Gross investment . 3.4 2.8 
NMP/gross investment ratio . 0.8 ПЕС) 
Hungary 

Net material product 2.8 25 

Gross investment. ; 2.2 —4.3 

ММР/2го$$ investment ratio 0.6 Tl 
Poland 

Net material product 1.2 —12.0 

Gross investment. ..... -3.0 ° —22.4 

NMP/gross investment ratio 4.3 13.4 
Romania 

Net material product des р 

Gross investment . ¢ 8.5 -7.1 

NMP/gross investment ratio —1.1 10.0 
Soviet Union 

Net material product 4.3 35 

Gross investment . : 3.4 3.8 

NMP/gross investment ratio 0.9 —0.5 


Orme а tot ae 3.7 
елси еек Я 3.6 
Cou И О 0.1 
op eo BOE ere) 17 1.6-2.2 
23 06 15* 20 06 —(2.1-0) 
FOP GES “TSE OB STOPES? 2514 
26° 44° 55°44 43 5.1 
a5) Sis eae 05 
BIA Egress ws ae SHE 4/8 4.6 
268 F098 БОТ о липа 
—16 37 -69 м 0 - 
И BAB. o-3-1,8. uh (SOM mR oe 
FFL 97600805071 3.035% 47 SESS 
—21 94 8 - 575 6,4*6 
75 -31 -28 3.03.5 1.0% 10.6-12.8° 
И Tee h0: 0 lat? 7.1 
Bi ie? И ВЕ > 5.2 
а Cane маи 1.8 
30 од нивы ПИ ease 4.0* 
helt ew, 4 eens 2.0 
03 -14 10 16 - 2.0 


Sources: National statistics, plans and plan fulfilment reports. 


4lImplied by actual growth rates 1981-1984 and annual growth rate planned for 1985. 


b Three-year plan 1983-1985. 


Implied by actual growth rates 1983-1984 and annual growth rate planned for 1985. 


insufficient and in fact marginal,'3! could in this respect play a 
decisive role—in particular, incentives to stimulate enterprises 
themselves to reduce energy and raw material inputs per unit of 
output.!32 Thirdly, experience suggests that dynamic structural 


131 The limited and in fact inadequate extent of changes in econmic 
systems and policies introduced in the centrally planned economies so 
far, and the necessity for more comprehensive changes, was stressed by 
Mr. K. I. Mikul’ski, Deputy Director of the Institute of Economics of the 
World Socialist Economic System of the USSR Academy of Sciences. 
His report at the international symposium on problems of the pace of 
economic growth in the CMEA-member countries in conditions of tran- 
sition to the intensive path of economic development, held in Moscow in 
October 1984, included the comment that: “One must not claim that the 
new tendency—the tendency to improve the pace of production in the 
USSR and other socialist countries—has yet acquired a stable character, 
or that it now determines long-term economic change in the economies. 
So far it has been based mostly on mobilization by administrative 
methods, of reserves which lie on the surface and less on steering (ov/ade- 
niem) by levers of long-term significance: stimulation of workers to more 
efficient use of working time and material resources, rational restructur- 
ing of production structures, accelerated scientific and technical progress 
and increased efficiency of countries’ participation in the international 
division of labour.” К. 1. Mikul’skii: Aktual’nye problemy analiza tempov 
ekonomicheskogo rosta na sovremennom etape razvitiia sotsialisticheskoi 
ekonomiki (Current Problems of the Analysis of the Pace of Economic 
Growth at the Contemporary Stage of Development of the Socialist 
Economies), Moscow, 1984, pp. 6-7. 


'32 On the basis of a comparative analysis of the long-term pace and 
proportions of economic growth in the countries concerned, the 
Czechoslovak economist R. Vintrova came to similar conclusions: “The 


changes are only possible when national output is expanding. To 
attain the necessary structural changes, the centrally planned 
economies will have to ensure overall economic growth of at 
least 3-4 per cent per year on average. Fourthly, overall economic 
growth in this range would require investment at similar or only 
slightly lower rates if structural changes involving investment in 
capital-intensive branches such as energy, extractive industry, 
infrastructural projects, etc., are to be implemented. Fifth/y, the 
investment expenditure necessary to provide these structural 
changes and to ensure buoyant economic growth will require net 
fixed capital formation to grow at rates similar to those of NMP 
produced. 


Since shifts of resources away from domestic demand to 
improve trade balances will probably have to continue, accumu- 
lation may have to grow somewhat faster than consumption 
unless depreciation rates are considerably increased. 


outlooks for further economic development depend upon how successful 
we shall be in preparing the more extensive modernization of the 
economy, deeper structural changes and the reconstruction of the 
economic mechanism which would make it possible to more fully utilize 
qualitative forms of intensification, i.e. above all scientific and techno- 
logical development and social factors, which will increase the pro- 
duction capability of resources and their ability to satisfy requirements”. 
К. Vintrova, “Тетра а ргорогсе reprodukce у ekonomické Strategli socia- 
listickych zemi” (The Rates and Proportions of Reproduction in the 
Economic Strategy of the Socialist countries), Politicka ekonomie, 
Prague, vol. XXXII, 1984, No. 10), p. 1032. 


General developments 


Finally, it should also be pointed out that a reorientation 
towards faster economic growth and structural change opens the 
way to, and also requires, a more differentiated pattern of special- 
ization, within and among all countries of the region, and also 
between them and other countries. This has already been 
pointed out at the CMEA summit meeting held in mid-1984, 
where a further, broader and deeper division of labour between 
member countries was agreed to be acommon need.!33 The need 
for greater mutual trade than in previous years was also stressed 
at this meeting. But if the strategy described is incorporated in 
the next set of five-year plans, and if it receives a positive reaction 
on the part of the developed market economies, it will also open 
many opportunities for east-west trade, as well as for technical 
co-operation, financial and other arrangements. !34 


133“ The participants in the conference noted that there still exist 
considerable reserves for expanding mutual co-operation, deepening 
specialization of production and co-prduction, increasing mutual trade in 
the interest of more effective utilization of productive, scientific and 
technlogical potential of the fraternal countries and raising the living 
standards of their peoples.” Summit Economic Conference of the CMEA 
Member Countries, Moscow, CMEA Secretariat, 1984, p. 11. 


134 The insufficient level of trade between CMEA and EEC member 
countries was pointed out by E. Kemenes; “CMEA in the European 
Economy”, Marketing in Hungary, Quarterly Market Research Review of 
the Hungarian Chamber of Commerce, 1984, No. 2, p. 21: “The countries 
of CMEA and of the Common Market produce together half of the 
world’s industrial output, but their mutual trade only accounts for 4 per 
cent of world trade. Since two halves of the same continent are at issue, 
this low share is unrealistic on economico-geographical considerations 
alone.” 
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(iv) Foreign economic relations 


The foreign economic relations of the centrally planned 
economies progressed in line with the objectives incorporated in 
the five-year plans. These laid down that foreign trade should 
grow faster than output, that exports should grow faster than 
imports and that intra-CMEA trade links should be strength- 
ened. They also called for surpluses on the trade and current 
account balances in convertible currencies and a reduction of the 


trade deficits of the east European countries with the Soviet 
Union. 


Table 4.1.5 presents foreign trade values of eastern Europe and 
the Soviet Union in terms of foreign trade turnover (exports plus 
imports), exports and imports and also export/import ratios. 
Due to the appreciation of the US dollar in which current-value 
annual changes are shown, the table does not give precise infor- 
mation on volume changes—a subject dealt with in chapter 5. 
The figures it contains nevertheless allow certain conclusions to 
be drawn. In current US dollars, the foreign trade turnover of the 
centrally planned economies virtually stagnated in 1984. This 
reflected a small decline in the trade turnover of the Soviet Union 
and an increase of some 2 per cent for the six east European coun- 
tries. However, if the appreciation of the US dollar is taken into 
account, these figures mask increased foreign trade volumes for 
eastern Europe in particular and also for the Soviet Union. The 
east European countries’ exports increased more than their 
imports, while Soviet export growth was accompanied by some 
decline in imports (in current dollars). Hence, the export/import 
ratios of both eastern Europe and the Soviet Union improved 
further in 1984 for the fourth successive year. Foreign trade 
adjustments did not follow the same path in all countries. Adjust- 


TABLE 4.1.5 


Foreign trade of eastern Europe and the Soviet Union 
(Annual percentage change and ratios in current dollars) 


German Eastern 
Democratic Eastern Soviet Europe and 
Bulgaria Czechoslovakia Republic Hungary Poland Romania Europe Union Soviet Union 
Foreign trade turnover 
1979 . 15.2 12:9 12.4 16.3 14.6 21.9 15.0 18.8 16.7 
1980 . 15.4 9.7 16.4 Te 7.0 19.2 12.2 18.4 15.0 
1981. Veo! —1.8 10.0 0.5 —20.3 —9.9 Sell 52 0.8 
1982. 6.9 Sel 4.8 —1.0 —5.1 —16.8 —0.1 1.9 3.9 
1983 . 6.3 Sail 8.1 —2.3 38 —3.5 4.1 4.2 4.2 
1984 . 4.5 4.4* Oe —9.1% Os 0.6* 20% —0.7* 0.6* 
rts 
oes : 18.9 12.3 1315 24.9 ВЫ 20.8 17.1 23.6 20.1 
1980. 17.2 13.1 14.9 8.6 5.0 В.Э 12.2 18.2 Sel 
1981. 3.0 —0.1 14.7 1.4 —21.9 —1.9 —1.2 3.8 |127) 
1982. 7.0 4.9 9.5 1.5 6.0 —9.5 4.0 9.6 6.9 
1983 . 6.1 5.5 9.4 —1.0 9.2 0.4 5.0 5 5.0 
1984 . 5.8 Ane One —1.7 1.4 3.4* DD pbs 0.2* 1.4* 
т 11.7 18:3 Hes 9.4 11.8 22.9 13a 13.9 135 
1980 . 13.6 6.6 PET 5.8 8.9 20.9 ed 18.6 15.0 
1981. 11.7 —3.4 5.8 —0.2 —18.8 —16.8 —4.8 6.8 0.3 
1982 . 6.8 5.4 0.1 —3.2 —14.9 —24.2 —4.1 6.2 0.9 
1983 . 6.5 во 6.6 —3.5 3.4 —8.9 Sul her a) 
1984 . Sell 4.6* 3.4* —5.0 0.6 —3.1* Вх —1.6 0.1 
о рн 104.1 92.6 92.9 91.3 92.4 89.1 93.3 112.0 101.4 
1980 | 107.5 98.3 90.7 93.7 89.0 86.4 93.2 111.6 101.4 
1981 | 99.0 101.6 98.4 95.3 85.6 101.8 96.7 108.5 102.3 
1982. 99.1 101.2 107.7 99.9 109.5 121.6 105.9 112.0 109.0 
1983 98.8 111.8 110.5 102.5 109.3 133.0 ee 113.9 110 8 
1984 101.3 100.4 LOT 106.0 110.2 141.9* 108.1* 116.1 112.1 


Source: National statistics, plan fulfilment reports and ECE secretariat estimates 
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ment policies applied by Hungary in particular were somewhat 
different from the other countries. Imports declined by more 
than exports, providing another surplus on the balance of foreign 
trade. In Bulgaria, the export/import ratio was lower than unity 
in 1981-1983 but rose above unity in 1984. There was also a no- 
ticeable decline in Czechoslovakia’s export/import ratio in 1984. 


Table 4.1.6 shows the regional orientation of foreign trade of the 
seven countries of the region. It should be noted that in spite of 
virtual stagnation in current dollar terms, the volume of trade of 
the seven countries with the developed market economies 
increased in both 1983 and 1984. This rise was particularly evi- 
dent for eastern Europe in 1984. Trade with developing countries 
lagged behind, in particular in the foreign trade turnover of the 
Soviet Union. A development which is somewhat masked by the 
data because of the exchange rate effect is the continuous growth 
of intra-regional trade in both volume and value (in rouble 
terms). This partly reflected pressure to bring about fast adjust- 
ment in the region’s foreign trade with the convertible currency 
area at the beginning of the 1980s. It also arises from a deliberate 
policy reorientation of the countries in the region, in response to 
the volatility of changes in world trade flows and in their terms of 
trade. Larger-scale, intra-regional co-operation is now under 
consideration for incorporation in the five-year plans for 1986- 
1990.!35 However, the regional trade pattern of individual east 
European countries already varies considerably as can be seen by 
a comparison between Bulgaria and Romania which have respect- 


135For decisions of the Summit and recent CMEA activities linked 
with it see Summit Economic Conference of the CMEA Member Countries, 
Moscow, CMEA secretariat, 1984 and Survey of CMEA Activities between 
the 37th and 39th Meetings of the Session of the Council Moscow, CMEA 
Secretariat, 1984. 
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ively the most and least CMEA-oriented trade pattern of the six 
countries. !3¢ 


Movements in the foreign trade balances of eastern Europe and 
of the Soviet Union indicate three main conclusions (table 4.1.7 
and Appendix table C.3). First, the overall balance of trade of the 
seven countries jointly shifted from a deficit in 1978 to a first 
surplus in 1979. It continuously improved in the following years, 
to reach an estimated $19 billion surplus in 1984. The Soviet 
balance of trade had already been positive for several years. 
Eastern Europe’s surplus was the third in consecutive years and, 
at almost $7 billion, was somewhat higher than in 1983. The 
surplus of some $4 1/2 billion on trade with the developed market 
economies in 1983 almost doubled in 1984, with eastern Europe 
and the Soviet Union accounting for virtually the same shares. 
This is a considerable change for both. The Soviet Union in 
particular had either usually balanced, or recorded deficits on, its 
trade with the developed market economies in recent years. The 
surplus on trade with the developing countries declined for both 
eastern Europe and the Soviet Union. This reflected sluggish 
demand for imports in the developing countries concerned, 
which arose because of the adjustment policies they introduced 
to cope with the debt servicing problems experienced in the last 
few years. Finally, significant changes occurred in the balance of 
the rouble-denominated trade of eastern Europe with the Soviet 
Union. East European deficits contracted in 1982-1983, but rose 
again in 1984 to about 1 billion roubles—the same as in 1982. This 


136Based on the rouble value of total east European foreign trade 
turnover, the share of the trade with other CMEA countries for eastern 
Europe was 61.1 per cent in 1983, while those of individual east European 
countries ranged between 47.7 per cent for Romania and 76.8 per cent for 
Bulgaria. The share of eastern Europe in total Soviet trade on the same 
basis was 51.2 per cent in the same year. Calculated on the basis of Stati- 
sticheskii ezhegodnik stran-chlenov SEV 1983 (CMEA Statistical Yearbook 
1983), Moscow, 1984, pp. 295 and 297. 


TABLE 4.1.6 


Foreign trade turnover of eastern Europe and the Soviet Union by selected regions 
(Annual percentage change in current dollars terms) 
ЕЕ Е Е ЕЕ Е Е eee 


Сегтап Eastern 
Democratic Eastern Soviet Europe and 
Bulgaria Czechoslovakia Republic Hungary Poland Romania Europe Union Soviet Union 
With developed market economies 
WA) 38.5 20.2 28.5 17.3 9.6 23.0 19S B59 26.9 
1980 . Des 14.7 22.9 11.8 7.4 8.6 13.5 23.9 18.6 
1981. 8.7 1 14.1 Aa —33.0 Spe Se 1.0 —4.0 
1982 . —10.4 S155) 3.6 —6.6 —18.8 —29:] —10.5 Sf lee 
1983 . —7.4 —4.6 12.8 —0.8 —0.4 —6.2 eal bale —0.6 —0:3 
1984 . —2.6 SIS: = 0.3 5.9 25.4* 3.9* —3.9* 05 - 
With developing economies 
1979 . 17.8 8.2 127 16.9 41.2 45.9 28.0 ЕТ) 21.0 
1980. 36.5 22.5 36.4 20.2 29.2 45.4 34.3 TES 30.7 
1981 . 34.0 = —11.3 —0.2 —27.5 5.0 —1.6 24.0 114 
1982 . 12.9 —6.0 23.6 14.3 —14.] SS —2.8 1.7 —0.3 
1983, —111.8 8.0 0.2 7.6 4.6 —10.1 —7) 2.5 03 
1984 . ea 7 ls 12.8 0.5 Ge 1.4 —10.3* 5/5 
With European CMEA countries 
1979 . 11.4 10.4 7.4 16.0 14.3 93 HL sil 11.0 11.0 
1980 ; 11.0 6.7 10.9 1.9 4.1 15.6 8.1 122 9.7 
1981. 3.7 0.5 11.1 3.6 OES —18.1 —0.1 2.4 09 
1982 10.8 9.5 4.3 — —32.4 =i] 1 10.3 33 
1983 . 12.1 8.8 6.9 asa 3 a 6.8 9.5 79 
1984 SM) eles 2.9* —4.2 as) —18.9* Week 2.5* 1.8 
a : 


Source: As for table 4.1.5 
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mainly reflected the effects of higher world oil prices on the five- 
year moving average-based prices applied in intra-CMEA trade. 
Since energy-saving measures are high on the policy agenda of all 
east European countries, this could prove to be only a temporary 
deviation from the policy objective of balancing trade between 
eastern Europe as a whole and the Soviet Union. 


(v) Resources for domestic use 


The volume and pace of growth of national output is the prin- 
cipal determinant of the volume and pace of domestic utilization. 
However, in the short and even in the medium term, net material 
product used for domestic consumption and accumulation (net 
capital formation), hereafter referred to as resources for domestic 
use or NMP used, may be bigger or smaller than NMP produced. 
Any differences represent mainly the balance of trade outcome. 
A surplus on balance of trade means that domestic utilization is 
lower than NMP produced, while a deficit implies the opposite. 
Changes in NMP produced and NMP used, and also changes in 
the allocation of NMP used to consumption and accumulation, 
are shown in table 4.1.8, and also appendix tables B.1 and B.2. 


The necessity of achieving growing balance of trade surpluses 
implied that the volume of resources for domestic use (the NMP 
used) in most east European countries grew slower, and some- 
times markedly slower, than NMP produced. This was particu- 
larly noticeable for Czechoslovakia and for the German Demo- 
cratic Republic in 1981-1983, and in Hungary since 1972. In all 
three countries, in fact, NMP used fell in absolute terms in one or 


TABLE 4.1.7 
Foreign trade balances of eastern Europe and the Soviet Union 
by selected regions 


(Billion US dollars or roubles) 


Eastern Europe 


Eastern Soviet and the 
Europe Union Soviet Union 

Total (billion US dollars) 

1980 . —5.8 8.0 2.2 

OS mer deere cme В 2.6 6.2 3.6 

OSD PROM а. о м. 4.4 9.3 13.7 

И т ty Ree 6.0 0:2 17.1 

19844 6.8* iDPAT 19.5* 
With developed market economies 

(billion US dollars) 

1980. —3.8 0.2 —3.6 

LOS ean ry ee care 29 —1.2 —4.1 

ПО р Sra ac: es 1.3 —0.1 1157 

И ен а 32 1.3 4.5 

19842 4.8* 4.3* Ou 
With developing countries (bil- 

lion US dollars) 

1980 . A ie aan ee ae Dull 29 

и eee 3.4 1:2 4.6 

OSD ete ea ты: №: 3.9 4.8 8.7 

ОЕ. te ee ee eee ee, os 3.0 4.5 aS 

19844 2307 3.3% 5.9* 
With the Soviet Union (billion 

roubles) 

1980. —1.3 

1981. —2.3 

1982 . —1.1 

1983 . —0.4 

1984а —1.0* 


О — 
Source. As for table 4.1.5 


4 Preliminary estimates, 


more years. In Poland the decline in the level of NMP used 
started as early as the second half of the 1970s and lasted until 
1982 inclusively. This was partly attributable to adjustments in 
the foreign sector and also to falls in the level of NMP produced. 
Bulgaria and the Soviet Union are in fact the only countries of the 
region where there was no contraction in resources for domestic 
use. Even so, NMP used in Bulgaria has grown considerably 
slower than NMP produced since 1982. The smallest difference 
between the two was recorded in the Soviet Union, where NMP 
used is the main output indicator in both five-year and annual 
plans. In the first four years of the current quinquennium, Soviet 
NMP produced expanded by an annual average of 3 1/2 per cent, 
while NMP used grew at about 3 per cent annually. The only 
exception to the above general trend in the relationship between 
NMP used and NMP produced was Poland in 1983-1984, when 
both expanded at similar rates. This was due to a reversal in the 
sharp contractions in NMP used in the three previous years. 
NMP used was almost 25 per cent lower in 1982 than in 1979. 
Romania publishes no annual data on NMP used. 


An important feature of overall economic strategy in the five- 
year plans 1981-1985 was slower investment growth as discussed 
in sub-section (iii) above. This had significant consequences for 
the allocation of NMP used. Columns (2), (3) and (6) of table 4.1.8 
clearly show that in most cases total domestic consumption 
expanded considerably faster than accumulation (net capital 
formation). In fact accumulation contracted in several years in 
all east European countries, and also in the Soviet Union in 1980. 
The contraction was particularly big in Poland, the level of accu- 
mulation in 1983 falling to about 48 per cent of its 1979 figure. In 
Hungary, a similar decline reduced accumulation levels in 1984 
to about 57 per cent of the 1979 volume. Furthermore, accumu- 
lation also declined in both countries in 1976-1980—especially in 
Poland. Reductions were also considerable in Czechoslovakia, 
where the accumulation level in 1983 was only 70 per cent of the 
1980 figure. Among the east European countries, the fall was the 
least in Bulgaria. In the Soviet Union there has been no contrac- 
tion in accumulation during the current five-year period. 


The factors underlying the changes described in the allocation 
of resources for domestic use were: the deceleration in the 
growth of NMP produced and increasing surpluses on balances 
of trade. The changes also reflected a deliberate policy orien- 
tation which gave priority to consumption rather than to accumu- 
lation. As indicated above (sub-section (ii)), slowly growing or 
even falling accumulation affected NMP growth to a great or 
lesser extent because of its close association with investment. 
Once the deceleration of NMP growth itself was checked, the fall 
in accumulation levels in most countries slowed down or was 
even reversed. The latter was especially noticeable for the Soviet 
Union, where the growth of accumulation surpassed consump- 
tion growth by a wide margin in 1983-1984. It was also true in 
Poland in 1983-1984. 


Columns (4) and (5) of table 4.1.8 present changes in the allo- 
cation of total consumption between personal and social (public) 
consumption. Personal and social consumption data are also 
shown in chart 4.1.5, together with accumulation. The table and 
the chart show that during the 1980s, the countries of the region 
did not follow identical policies with regard to the allocation of 
consumption resources. Three different sets of policies can be 
identified. 


In Bulgaria, both personal and social consumption expanded— 
the latter by considerably more than the former. In Czechoslo- 
vakia, social consumption grew considerably since 1980, while 
personal consumption fluctuated at around the level attained in 
1979. In both countries, these outcomes are in line with the tra- 
ditional consumption policies of the centrally planned econ- 
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TABLE 4.1.8 


NMP produced and NMP used 
(Annual percentage change) 


ВИА" ip Пиза ety tah) Gass Dre hae Se ein elaine? ovinn of of nme i See НССЬ Вии 


Consumption Accumulation 
NMP Net fixed te 
i b Social© Total capital formation _ in 5100 
Country and period арго ee (6) 7) (8) 

aera 6.1 2.8 4.0 4.1 5.2 0.1 2.4 5.3 
сн cee EY Е тат 
1981 ПИ ре ПТУ, РН Ти: 0 Tel 5.3 5.0 5.4 14.8 Ks 
1982" Е OMe ee ee ee Rome 42 ES 37 3.6 6.7 —3.3 
1983 AA о See 23.0 2 2.9 2:3 725 —3.6 
О ee dork Pie Oo) eee Tee, Я 4,6 A ae a =; 

Czechoslovakia 
1976-1980 RFS Eee er etnies ae es ts oe, sey 2.2 2.5 И 4.8 0.9 0.4 2.6 
TOSOR AS, Se: Е? Е тосе 2229 72] 10 —0.1 3:7 8.2 5.9 12.6 
о ее ПТИ —3.4 2.6 #7 4.9 —21.7 УТ —83.5 
О а ве 60:2 —1.6 —1.1 —2.3 1.8 —3.6 —25.3 275.6 
ОО eee eee eee oe eee DS 0.7 рт LD. 3.3 —7.2 к 
Зе Нор ал 1 3.0 DAs 2.0 5.0 

German Democratic Republic 
1976 ТОО eee eee eee eee eee © wa) Buy 3.8 3.9 Эт 3.6 3.4 6.7 
ТОВ See ee eat, Я. есь. Be №144 5.0 2.9 3.4 —1.2 12.4 
198 see eas ео а ре ео вас 1.1 oe) 2.8 2 —3.3 
1982: here tay Setar tae Oy Se ie eee BAD £25 —3.2 1.3 1.4 0.3 —20.1 
Ч Cees cet oy ae ered ое ЖЕ 0.4 0.9 1.4 —2.3 —1.9 
О т В © 5.5 

Hungary 
97 O=1.98 0 ate а RE DO ey 3.0 2.6 5.9 —2.9 —1.8 —8.7 
ПОЗ В о ee ee не 0.0 —1.7 0.2 0.2 0.1 —8.7 —6.9 —19.5 
Г ид тире ho RE ae YS) 0.7 3.0 3.0 3.0 —8.6 —15.5 37.6 
1982S gE ee I to Seca tr se LO —1.1 1.4 1.4 1.3 —12.4 —15.7 1.4 
ПО И ое Be OS —2.7 0.6 0.5 2.0 —20.4 15.3 —142.9 
1984 . 2.8-3.0 = —(8-9) 

Poland 
1970-1980 Reeves oS ee eee ok oe ee A, 1.2 —0.2 4.5 4.3 a2 —11.8 —9.2 —29.0 
1980. . —6.0 —6.0 2 2.3 1.2 —29.6 —25.4 —61.3 
1981. —12.0 —10.5 —4.6 4.1 —8.1 —27.6 —24.2 —69.5 
LOS Pease о ee ce A ee ee aS —10.5 —11.5 —14.6 eS —6.6 —19.9 400.0 
19983) sae ee Sees oc ne ВЕ, oe ner 960 5.4 5.6 6.2 1.9 49 9.5 17.6 
EO SAMS Зи CRS. 20 30 DAS ту 5.0 5.0 5.0 = 

Soviet Union 
OF G19 80NS ee eee ee eee eee ee ca eek eee 4.3 3.8 4.5* 16" 
О Ree AP eee ated Ee 3 3.9 3.9 6.0 —0.6 
1OSihe eae Bie SAP See ie фа 38} 32) 4.0 0.9 
1982s pea ai. Or wre been aes. ote Ga nee 3.9 3.6 12 11.0 
983 о ae ee ee ne cee ee os in ae 4.2 3.6 2.9 5.8 
EP Ris. Ge SiLceaneh eGakigy о: 3.0 2.6 


Sources: National statistics and plan fulfilment reports. 
4NMP used for net capital formation and consumption. 
b Volume of consumer goods supplied to the population. 


©Consumption of material goods in institutions providing amenities and social welfare services. 


omies, which call for faster growth of social (public) as distinct 
from personal (private) consumption.!37 


In the three remaining reporting countries of eastern Europe, 
however, this orientation does not seem to have been retained 
recently. In fact, it seems that such a policy has definite limits, 
beyond which it may compromise the principle of distribution of 
the wage fund (earnings) in accordance with work performed. 
This has always been a basic tenet of income distribution in the 


'357However, judging by the presentation of the five-year plan of 
Czechoslovakia for the 1981-1985 period by Mr. $. Potaé to the Federal 
Parliament of Czechoslovakia, Rudé pravo, 16 December 1981, p. 3, 
personal consumption was expected to grow faster than social consump- 
tion. 


centrally planned economies. Hence in Hungary, personal and 
social consumption expanded at almost parallel rates since 1979, 
and personal consumption tended to grow slightly faster. There 
was a similar tendency in Poland, where personal consumption 
and social consumption tended to grow and contract simul- 
taneously until recently. However, growth rates of personal 
consumption and general consumption differed considerably 
from each other in 1981-1983. In Hungary the relationship 
between the two consumption categories can be partly explained 
in terms of general development theory which indicate that 
personal, i.e. private, consumption—similarly to wages in market 
economies—is the most resistant to downward changes, both in 
cases of deceleration and, especially, in cases of contraction in 
overall consumption. 
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Source: National statistics. 


Finally, the NMP deceleration in the German Democratic 
Republic which lasted until 1982 was very slow and in fact the 
slowest of all the countries of the region. Nevertheless, social 
consumption in that country since 1980 has fluctuated around 
the level attained in 1979, whereas personal consumption has 
continuously expanded at rates higher than total consumption. 
On this basis, it can be seen that there was a clear turnround in 


Accumulation 
Social consumption 


tere ооо фо о cece cscs 


Personnal consumption :—— —— — ____ 


1983 


1979 1980 1982 


policy determining the relative growth rates of the two kinds of 
consumption in the German Democratic Republic. This re- 
flected in particular efforts to boost economies of factor inputs, 
especially energy and raw materials, by linking overall income 
distribution more closely with performance. This is much easier 
to achieve via wage and salary adjustments than through social 
consumption funds. 


1984 
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Neither Romania nor the Soviet Union report figures on 
annual changes in personal and social consumption and recent 
development in this respect cannot be assessed. 


(vi) Policy objectives for 1985 


Various aspects of short- and medium-term policy orientation 
have been already discussed in previous sub-sections. In this one 
only asummary of the main policy objectives revealed by annual 
plans for 1985 will be given.!38 


The general impression conveyed by the annual plans of the 
east European countries and the Soviet Union is of increasing 
confidence that the decelerating trend of growth has ended and 
that a period of more normal economic conditions is to come. At 
the same time, almost all plans point out the twofold importance 
of the year 1985. It is the final year of the current five-year plan- 
ning period, and also the base year for the five-year plans for 
1986-1990. As already mentioned in sub-section (i) above, the 
majority of the countries concerned will not achieve the NMP 
growth rate envisaged for 1981-1985. But all of them claim that 
the basic objectives of the plans can and will be achieved. Against 
this background, the annual plans for 1985 (table 4.1.9) contain 
indications which suggest that in the case of most east European 
countries, NMP growth will fall between performance in 1984 
and the average annual growth rates for the whole period en- 
visaged by the five-year plans. In the case of the Soviet Union, 
the annual growth rate of NMP used targeted in the annual plan 
for 1985 is virtually the same as that included in the five-year 
plan, but it is markedly higher than in 1984. Hence, because of 
the high weighting of the Soviet Union in the region as a whole, 
overall economic growth in the seven countries concerned in 
1985 is expected to be somewhat higher than in 1984 (about 4 per 
cent as compared with 3 1/2 per cent). This is virtually the same 
as in 1983. It confirms that overall medium-term strategy is to 
stabilize economic expansion at the rate already attained rather 
than to attempt any significant acceleration. Finally, the faster 
growth of exports than imports envisaged by most of the annual 
plans indicates that NMP for domestic use will continue to grow 
slower than NMP produced, particularly in some countries. 


138 A short review of annual plans of all the CMEA-member countries 
is given in Ekonomicheskaia gazeta Nos. | and 2, January 1985. 
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In Bulgaria, the annual plan for 1985 foresees NMP growth of 
4 percent. This is half of 1 percentage point less than in 1984 but 
higher by almost the same amount than average annual NMP 
growth rate retained in the five-year plan. Some novelties charac- 
terize the Bulgarian plan. On the formal side, the draft annual 
plan was not submitted to a Central Committee plenum of the 
Bulgarian Communist Party on the eve of the parliamentary 
session, as was usual in previous years (the same was true of the 
Soviet Union). More substantively, the presentation of the plan 
to Parliament included the phrase “the 1985 State Plan is charac- 
terized by numerous features distinguishing it from the previous 
years plans and bringing it closer to the new approach to plan- 
ning”. This approach will also be applied in the process of 
compiling and implementing plans at the enterprise level, and it 
will further be “totally and consistently implemented in compil- 
ing the Ninth Five-Year Plan and the future long-term plans for 
the period up to 2000” 1 


It seems that the main feature of the new approach is greater 
participation by sectoral, regional and micro-economic agents in 
the preparation and implementation of the plan. This is designed 
to ensure better material, financial and other conditions for its 
fulfilment.!4° The main stress in the plan is placed on improving 
the quality of goods and services, fostering scientific and techni- 
cal progress, achieving structural change and on making better 
use of investment resources. Investment is to increase consider- 
ably faster than NMP itself. 


As employment in the material sphere is expected to decline, 
labour productivity is expected to increase faster than NMP 
itself. Due to high growth in 1984, gross agricultural output is 
targeted to rise half as fast as in 1985. Industrial gross production 
growth is expected to accelerate. As usual, provision is made for 
foreign trade turnover to increase faster than national output. 
The share of trade with other socialist countries is expected to 
reach its highest ever level of more than 82 per cent (63 per cent 


139 This was pointed out by Mr. S. Bonev, Chairman of the State Plan- 
ning Committee, Rabotnichesko delo, 27 November 1984, p. 2. 


140“Protocols were signed for the first time between ministries, depart- 
ments, okrug (district) people’s councils and enterprises for creating the 
necessary conditions to guarantee the implementation of state tasks”: 
ibid. 


TABLE 4.1.9 


Selected indicators of annual plans for 1985 


м—— 


Сегтап Byelo- 
Czecho- Democratic Soviet russian Ukrainian 

Bulgaria slovakia Republic Hungan Poland Romania Union SSR SSR 
Net material product 4.1 3.0 4.4 2.3-2.8 3.0-3.5 10.0 3.54 3.8 3.6 
Agriculture (gross product) . 32 lau —1.0* 1.0 (—0.8)-1.4 6.0-6.8 > 3) 6.3 
Industry (gross product) . 5.2 3.0 3.8 3.0 4.0-4.5 is) 3.9 4 1 31 
Construction НАК ЕЁ 12 3.4 1.0-2.0 | Jt 
Employment in the material sphere —():2* 0.4* 0 4b 0 4b 0 2b 
Labour productivity . 4.3 DOr ` т | | 3.7 
Gross investment. ee ee Gui 2.0 —* | ~ 8.3 3 4 5 6 3.0 
Gross incremental capital output ratio г 4g ee = 7 я 
Foreign trade turnover. 4.5 4.7¢ 8.0. . 
Exports 
Imports a wees А 
Real incomes per capita . 3.0 ne 1.5-2.0 3 3 3 3 3 3 3.0 
Retail trade turnover 4.5 4 4.0 2 bea 5.2 43 51 


Source: National plans 
4NMP used for domestic consumption and accumulation 
> Workers and employees only 


With socialist countries 
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with the Soviet Union alone). Three quarters of domestically 
used NMP will be allocated to consumption. A 3 per cent rise in 
real incomes is expected in 1985. 


In Czechoslovakia the annual plan for 1985 141 foresees NMP 
growth at 3 per cent. This is the same as attained in 1984 and is 
considerably higher than the average for 1981-1984, It is also 
higher than the annual average expected under the five-year plan. 
This implies that the main factors which constrained the 
economy in the early 1980s have been largely eased and that the 
country now counts on a continuation of economic growth at the 
rates recently attained. However, the Czechoslovak authorities 
note that the presence of substantial differences in performance 
between individual factories, enterprises, co-operative and other 
economic units indicate the existence of untapped possibili- 
ties.'42 Against this background, the NMP growth rate 
mentioned will have to be achieved with the same gross indus- 
trial output growth and a small contraction in agricultural output. 
This implies that considerable savings will have to be achieved in 
primary energy consumption per unit of output (3 per cent) and 
many other material inputs (rolled steel by 3 per cent, copper by 
4 per cent, cement by 3 per cent, etc.). At the same time, labour 
productivity is expected to provide for almost 90 per cent of NMP 
growth, since employment in the material sphere will hardly 
grow. Foreign trade turnover, in particular with socialist coun- 
tries, is expected to grow faster than national output. The ex- 
pected trade surplus will restrict the expansion of NMP for 
domestic utilization to three quarters of the growth rate of NMP 
produced. Nevertheless, there will be room fora 2 per cent rise in 
personal consumption and also of gross investment. Social 
consumption is planned to expand somewhat faster—by more 
than 5 per cent. The 4 per cent planned nominal growth of retail 
trade turnover compared with a 2 per cent increase in personal 
consumption—indicates a certain increase in the consumer price 
index. 


In the German Democratic Republic the annual plan for 1985143 
calls for NMP growth of 4 1/2 per cent, slightly below the 5 per 
cent average annual rate incorporated in the current five-year 
plan. This is nearly the same as growth attained in 1984 (5 1/2 per 
cent) and virtually the same as already achieved in 1981-1984 
(4.3 per cent, the highest among the seven countries concerned). 


As in some other countries, the German Democratic Republic 
plan expects a slower growth of gross industrial output than of 
NMP produced. There may also be some contraction in agricul- 
tural output following the extraordinarily strong expansion of 
almost 9 per cent in 1984. The stress on energy and raw materials 
savings in which the German Democratic Republic has already 
achieved well-known successes will continue. Policy is now also 


141 Рог presentation of the plan see $. Potat, Rudé pravo, 6 December 
1984. 

142“Despite a certain improvement, the technical-economic standard 
of anumber of products and the level of social labour productivity still lag 
behind current possibilities. It must be said, in general, that considerable 
untapped possibilities exist in our economic, research and development 
potentials, as well as in the utilisation of manpower. These are not our 
only problems and shortcomings, and they are not new either ... The 
majority of shortcomings stem from the still unsatisfactory quality of 
management, planning and control, a quality which far from corresponds 
to the exacting nature of the tasks.” This was pointed out by Mr. S. Potac, 
Chairman of the State Planning Committee, ibid., р. 3. 


143 For the text of the plan and its presentation by Mr. W. Stoph, Prime 
Minister of the German Democratic Republic, see Neues Deutschland, 
1-2 December 1984. Both were also published in No. 4/1984 of Documents 
on the policy of the German Democratic Republic, Panorama DDR, Berlin, 
1984. 
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specifically emphasizing improvements in the use of fixed assets 
and a reversal of the long-term decline in capital productivity. 144 


Foreign trade turnover is set to expand considerably faster 
than national output (8 per cent). Resources for domestic use 
will probably lag behind NMP produced. No figure was 
mentioned in the plan for investment and consumption growth 
in real terms. But the 4 per cent target for retail trade turnover 
growth suggests that total consumption may increase more than 
in 1983, the last reported year, when it rose by 1 per cent. 


Further adjustments in the foreign sector—which are common 
to all east European countries—remain the basic priority in the 
annual plan of Hungary for 1985.145 Taking into account this and 
NMP growth in 1984, the plan includes several crucial objectives. 
First, exports are to increase by 5-6 per cent and imports by only 
2-3 per cent. This should bring about a convertible currency 
surplus on the balance of trade of $600-700 million, which would 
ensure normal debt servicing and also further reductions of 
Hungary’s foreign indebtedness. Second, energy and raw ma- 
terial consumption per unit of output is to be considerably re- 
duced—particularly in industry. If this is achieved, the plan 
expects, third, that NMP produced will grow by about 2-3 per 
cent, as in 1984. This is the same as the average annual NMP 
growth rate envisaged by the five-year plan. Fourth, resources 
for domestic use could also increase to some extent-—for the first 
time after three years of stagnation or contraction. Thus, for the 
first time in several years, the plan suggests that investments will 
be able to increase. Real wages would stabilize at the current 
level and real incomes increase by 1 1/2 to 2 percent. Retail trade 
turnover could also expand at а similar rate. The leading sector of 
NMP growth will remain industry, where expansion is planned at 
3 per cent. Construction is targeted to grow by 1-2 per cent and 
agriculture by | per cent. In conclusion, a further impetus is to be 
given to the economic reform introduced in the late 1960s and 
which continued, if with some hesitations in the early 1970s. This 
brought Hungary a reputation as the most reform-oriented 
centrally planned economy in eastern Europe. A further set of 
both micro- and macro-economic changes will carry the process 
several stages further in 1985. New initiatives range from the 
introduction of the self-management principle in the election of 
enterprise management through changes in the taxation and 
financial requirements. 


The annual plan of Poland assumes a continuation in 1985 of 
the developments recorded in the previous two years.!4¢ Further- 
more, if the 3 to 3 1/2 per cent planned increase in NMP pro- 
duced—based on 4 to 4 1/2 per cent increase in gross industrial 
output and preservation of the 1984 level of agricultural output— 
is achieved, then overall economic growth in Poland in 1983-1985 
will have been somewhat above the mid-point of the range en- 
visaged by the three-year plan of the country for those years. 


144This was pointed out by Mr. W. Stoph: “The 1985 national econ- 
omic plan provides for the strict pursuit of modernization as the principal 
form of renewing our fixed assets. In raising their technological level and 
efficiency, increased emphasis will have to be given to combining preven- 
tive maintenance with performance-boosting general overhauls and 
provision of new equipment.”: op. cit., p. 15. 

145 Népszabadsag, 23 December 1984 (Government's final version of 
the plan), and also Népszabadsdg, 13 December 1984, Magyar Hirlap, 
20 December 1984, and Figye/6, 3 January 1985 (presentation of the plan). 


146 As in 1983, the preparation of the annual plan of Poland was carried 
out in two phases. The draft plan for 1985 was prepared in July 1984 and 
offered for broad national discussion. This led to certain changes in the 
plan which, though smaller than for the 1984 plan, were still considerable. 
The final version was passed in December 1984. For details on the evol- 
ution of the plan see Rzeczpospolita, 26 July 1984; Zycie Gospodarcze, 
No. 31, 29 July 1984; Rzeczpospolita, 30 November 1984 and also Trybuna 
Ludu, 21 December 1984. 
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Nevertheless, NMP produced in Poland in 1985 will still be 12 per 
cent lower than in 1978. 


Many external and internal imbalances remain in spite of 
vigorus remedial action. This background determines the main 
plan priorities. Further export expansion will, if successful, bring 
about a considerable surplus within the convertible currency 
area, while a deficit with CMEA partners would remain. The 
plan also aims to restore supply/demand balance in the domestic 
market and reduce inflation to the one-digit level. In recent years 
the growth of NMP produced has substantially exceeded the 
growth of NMP used for domestic consumption and accumu- 
lation. The Polish plan for 1985 indicates that the gap between 
the two will remain unchanged and in fact that both aggregates 
will expand in parallel. If achieved, this would leave room for a 
3 per cent increase in domestic consumptions, while fixed invest- 
ment outlays would stay at the 1984 level. The bulk of the 
expected increase in accumulation will thus be available for 
stockbuilding ; the reconstruction of reserves is necessary for the 
smooth functioning of the economy. To attain the prescribed 
objectives, further economies in the use of energy and raw ma- 
terials will be needed. Two thirds of the increment in industrial 
output in fact is scheduled to be achieved by lowering inputs per 
unit of output. Similarly, the whole of the NMP increment is to 
be achieved through productivity, since the number of people on 
the point of attaining working age is not sufficient to bring about 
any rise in the material sphere labour force. 


In sum, the objectives laid down by the plan are within reach 
but circumstances do not allow them to be taken for granted. 
Thus, a varied set of measures have been promulgated to ensure 
their implementation. They range from a closer linkage of wages 
with labour productivity to government guarantees of supplies to 
those firms willing to give a commitment to produce priority 
goods needed for export or for the domestic market. However, in 
the medium and long term, Polish economic development will 
depend substantially on the management of its huge foreign 
debt, and the restoration of normal economic relations with 
governments and business circles in the developed market 
economies. At the beginning of 1985 prospects for this seem 
considerably better than a year ago.!47 


In Romania, the key priorities of the annual plan for 1985 are 
“to accelerate the economic growth rate compared with first years 
of the current five-year plan; to develop and modernize industry; 
to steadily increase agricultural yields; to expand activities in 
other economic branches; to extend the country’s participation 
in the international division of labour; and to enhance strongly 
qualitative aspects in all fields”.!48 These are not easy tasks to 
achieve in a period of one year. Both five-year and annual plans 
for Romania have for many years been the most amibitious of all 
countries of the region, and the annual plan for 1985 is no excep- 
tion. Following an average NMP growth rate of somewhat less 
than 3 per cent in 1981-1983, reported NMP produced growth rate 
in 1984 surged to some 7 1/2 per cent. For the first time in the 
current quinquennium the NMP growth in 1984 corresponded 
with the rates envisaged by the five-year plan. The annual plan 
for 1985 calls for a further acceleration: NMP is to grow by 10 per 
cent. The year 1976 was the last when growth at such a high rate 
was recorded (appendix table B.1). This sharp acceleration is to 
be based on substantial cuts in energy and raw material costs: 
gross social product is scheduled to expand 3 percentage points 
slower than NMP, and the planned 7 1/2 per cent rise of gross 


147 Рога western assessment of the issue see e.g., “Talking again with 
Poland”, Financial Times, 6 August 1984, p. 8. 


es This was pointed out in the presentation of the plan to the national 
parliament, by Mr. $. Birlea, Scinteia, 13 December 1984. 
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industrial output is expected to be accompanied by a 13 1/2 per 
cent rise in net industrial output. For industry this implies a 
reduction in energy and raw material inputs per unit of output of 
more than 5 per cent.!49 The reduction in material inputs implied 
for agriculture is similar to that for overall output. At the same 
time, labour productivity is planned to provide for five sixths of 
NMP growth. Foreign trade value (turnover) is expected to 
increase by 15 per cent and to lead to a further sizeable surplus on 
the balance of trade. Resources for domestic use will lag consid- 
erably behind NMP produced. Within NMP used accumulation 
will be granted priority, and gross investment is expected to 
increase by more than 8 per cent. Consumption will increase 
much more slowly. Real incomes per capita are nonetheless 
planned to rise by more than 3 per cent. Finally, it should be 
mentioned that, in November 1984, Romania issued guidelines on 
the five-year plan for 1986-1990. This calls for a further acceler- 
ation in economic growth compared with the recent past. 


The annual plan of the Soviet Union has already been referred 
to several times when comparing developments in the Soviet 
Union and eastern Europe. Only its main features will be 
described here. According to one published statement: “The 
1985 plan is geared towards stepping up intensification, improv- 
ing the technical standard of production, the dynamic and 
balanced development of the economy and making maximum 
use of productive and scientific and technical potential and 
internal economic reserves.”!5° This is in line with previous 
findings on factor inputs and efficiency in their use (sub-section 
(iii) above). To encourage better use of existing potential, 21 
more all-union and republican ministries and consumer service 
enterprises in many provinces will be harnessed to work accord- 
ing to the methods used under the economic experiment intro- 
duced at the beginning of 1984.!5! This has already brought about 
significant changes. Special policies will be applied in agricul- 
ture. The area of reclaimed land will be enlarged. Its better use is 
necessary to reduce year-to-year production fluctuations, in 
particular crop production. Gross agricultural output is expected 
to rise by 6 per cent. This, with a planned 4 per cent increase in 
gross industrial production, should bring about a 3 1/2 per cent 
expansion in resources for domestic use, as compared with an 
estimated 4 per cent growth of NMP produced. Almost 90 per 
cent of NMP growth is expected to be provided by labour pro- 
ductivity increases. Foreign trade turnover should expand faster 
than national output. As gross investment and real income per 
capita are envisaged to grow at rates similar to that of NMP used, 
the allocation of resources for domestic use will be similar to that 
in previous years (one quarter for accumulation, three quarters 
for consumption). This is in line with the overall allocation 
pattern envisaged in the current five-year plan. The roughly 5 per 
cent increment planned in retail trade turnover refers to in- 
crement in nominal terms. The preparation of the next five-year 
plan has already started and a long-term plan of overall social and 
economic development up to the year 2000 is well under way. 


149 Article 4 of the final text of the plan, among others, requires that the 


Council of Ministers, together with other organs, ensure “primary utiliz- 
ation of domestic resources and the reduction of imports to the absolute 
minimum”, Scinteia, 13 December 1984. 


'S0This was pointed out by Мг. М.К. Вафакоу. Deputy Chairman of 
the USSR Council of Ministers and Chairman of the State Planning 
Committee, in his presentation of the plan to the Supreme Soviet. See 
Pravda, 28 November 1984. 


51 Soviet economic management reforms introduced since January 
1984 were also favourably assessed in the international press. See e.g., 
D. Buchan, “Management reforms pay off in higher Soviet production”, 
Financial Times, 3 October 1984, p. 2. 


General developments 


м 


TABLE 4.1.10 


Net material product and sectoral gross output in the 


= Byelorussian SSR and the Ukrainian SSR 


(Annual percentage changes) 
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Net material 


Gross output 


product Agriculture Industry 
Plan Actual Plan Actual Plan Actual 
Byelorussian SSR 
1976-1980 . 6.0 52 2.3 11-5) 7.4 72 
1981. 3.9 5.0 18.9 12.9 4.1 5.0 
1982 . 4.2 22 9.3 —4.2 4.3 4.7 
1983 . 3.8 7.0 12.0 9.3 3.4 5.0 
1984 . 329 5.0 3.4 57 4.1 5.6 
1908. 3.8 35 4.1 
1981-1985 . 4.3 2.1 ый 
Ukrainian SSR 
1976-1980 . 4.9 3.4 725) 1.6 5.9 3.9 
1981. 3.8 7 16.9 0.8 3.5 2.8 
1982 . 3.6 3.5 со 6.9 4.0 29 
1983 . 3.0 4.0 10.2 2.6 2.8 4.4 
1984 . 3.4 4.3 1.8 8:2 Srl 4.0 
Е 3.6 6.3 By 
1981-1985 . 3.6 2 4.2 


ж—®—жжж—— CC rere — — 


Source: National statistics, plans and plan fulfilment reports. 
4For five-year period, average annual percentage changes are calculated on the basis of annual averages relative to the annual 


averages for the previous five-year period total. 


Recent developments and policy objectives for 1985 in the 
Byelorussian and Ukrainian Soviet Socialist Republics are shown 
in table 4.1.10. 


The beginning of the 1980s in Byelorussian SSR—as in the 
Soviet Union as a whole—was marked by some slowdown in the 
pace of economic growth. In the first four years of the five-year 
plan, agricultural production fluctuated substantially. In fact, the 
lowest growth rate of NMP produced—about 2 per cent in 1982— 
reflected mainly a sharp, 4 per cent contraction in gross agricul- 
tural output in that year. However, the growth of gross industrial 
production was rather stable, around 5 per cent annually. This 
helped to boost NMP in the Republic by more than 12 per cent in 
1983-1984, compared with only about 7 per cent in the two pre- 
vious years.!52 Average annual NMP growth in the first four years 
of the quinquennium thus achieved an average of almost 5 per 
cent annually, which is above the rate envisaged by the five-year 
plan. Following a rather good performance in 1983-1984, the 
annual plan of the Republic envisages a somewhat slower expan- 
sion in 1985.153 However, if achieved, the average growth over 
the whole five-year period will be faster than originally expected. 


Special attention is being paid to the quality of production, and 
in 1984 one quarter of total industrial production was granted the 
Soviet seal of quality. This was one result of the “complex 
programme” to ensure continuous improvement in the quality of 
national ргодисНоп.154 The development of efficiency was also 
helped by changes in overall management within the framework 
of the economic experiment introduced оп | January 1984. The 


152For more details about recent developments in the Republic, and 
especially in 1984, see Sel’skaia gazeta, 31 January 1985. 

153 Annual plans for 1985, and also the budget for the same year, were 
published in Sovietskaia Bielorussiia, 8 December 1984. For presentation 
of the plan by А.А. Reut, Chairman of the State Planning Committee of 
Byelorussia, see Sovietskaia Bielorussiia, 7 December 1983. 


154Р. Yanus, “Attestat па perspektivnost”, Sotsialisticheskaia indus- 
triia, 23 November 1984, p. 3. 


experience of the Republic indicates that such developments 
should, however, occur at a faster rate and more consistently. !55 


Overall development in the Ukrainian SSR in the four years 
since 1980 was marked by stable improvement in the main 
economic indicators. No stagnation or contraction in agricul- 
tural output took place in those years. The lowest growth rate of 
NMP produced, 2 1/2 per cent, was recorded in 1981, after which 
it accelerated in three consecutive years to 4 1/2 per cent in 
1984.156 A similar development in gross industrial production 
occurred. The upturn in economic growth in 1983-1984 
compared with the two previous years ensured almost the same 
pace of overall expansion for 1981-1984 as had been envisaged by 
the five-year plan (3.6 per cent). The NMP growth target for 1985 
is the same 157, indicating that the Republic’s five-year plan target 
for NMP will be achieved. Targets for 1985 include а 3 per cent 
increment in industrial and a more than 6 per cent rise in gross 
agricultural production. Emphasis has been placed on “develop- 
ment of branches determining an accelerated rate of implemen- 
tation of the achievements of science and technology into the 
national economy, on timely fulfilment of target-oriented scien- 
tific and technical programmes, on an enlargement of the scale of 
implementation of resource-saving technologies, and on sub- 
stantial improvement of final work outcomes”.'58 Increasing 


155 This was pointed out by Мг. С. Serov, Deputy Chairman of the State 
Planning Committee of Byelorussia: “When enlarging the economic 
experiment it is necessary to depart more decisively from the orientation 
towards gross output (va/). Such an orientation allows the achievement 
of high performance indicators on a formal basis only.” С. Serov, “Bez 
ogliadki na privichnoe”, Sotsialisticheskaia industriia, 2 October 1984, 
Daz. 

156Plan fulfilment report was issued in Pravda Ukrainy, 29 January 
1985, pp. 1 and 2. 

157 The laws on the state plan and the state budget of the Ukrainian SSR 
were published in Pravda Ukrainy, 7 December 1984. 

158This was pointed out by Мг. У. A. Masol, Chairman of the State 
Planning Committee of the Ukraine, in the presentation of the annual 
plan for 1985 to the Supreme Soviet of Ukraine, ibid., р. 2. 
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labour productivity is to account for the whole increment in NMP 
produced in 1985. The experience of the Dniepropetrovsk 
Combine in reducing and more efficiently using available 
manpower acquired support throughout the Soviet Union and 
was singled out in a special decree of the Central Committee of 
CPSU. !59 


The economic experiments implemented in some branches 
since January 1984 were found to give positive results. They are 


159 Ekonomicheskaia gazeta, No. 47, November 1984, p. 3. 


expected to be introduced on a wider basis in 1985.1 Special 
attention is to be paid to closer linkage of economic enterprises 
and organisations in various economic sectors in order to provide 
more balanced development and to better satisfy demand. 


160 п an interview to Izvestiia, 26 August 1984, р. 2, Mr. I. I. Lukinov, 
Director of the Institute of Economics of the Academy of Sciences of the 
Ukrainian SSR stated: “... There has not so far been full clarity with regard 
to the practical implementation of rights in the area of independent plan- 
ning of enterprises and of the incentive factors.” 


4.2 AGRICULTURE 


Recent developments in agricultural production and inputs in 
eastern Europe and the Soviet Union, together with some policy 
innovations, are reviewed in this section. Sub-section (i) deals 
with gross agricultural output in 1984 against the background of 
performance in previous years and of the five-year plan targets. In 
sub-section (ii) factor inputs and productivity changes are 
described. Trends in the crop and the livestock branches of agri- 
culture are summarized in sub-sections (iii) and (iv). Finally, 
sub-section (v) reviews recent policy measures affecting agricul- 
ture. 


(i) Growth of agricultural output 


Gross agricultural output in the east European countries 
reached a record level in 1984. The 7 per cent rise was more than 
three times higher than planned (table 4.2.1 and appendix table 
B.13). Bulgaria, the German Democratic Republic, Poland and 
Romania recorded the fastest annual rise of any year of the 
current five-year plan. Czechoslovakia registered its third con- 
secutive rise in output. In most countries of eastern Europe 
below-plan shortfalls in 1983 were generally made good, and 
output growth accelerated for the six countries together. 


Nevertheless, the fact that each country fell short of its agricul- 
tural output target in at least one year of the current five-year plan 
period makes it questionable whether the overall expansion 
planned for 1981-1985 compared with 1976-1980 will be achieved. 
If the annual targets for 1985 are added to the results for 1981- 
1984, gross agricultural output in 1985 will range between 8-15 
per cent higher than in 1980 in most countries. This will, at least, 
ensure an acceleration in the average annual growth rate of gross 
agricultural output in 1981-1985 compared with 1976-1980 in the 
German Democratic Republic and fulfilment of the plan target in 
Hungary, but not in the other countries. 


There was no increase in Soviet gross agricultural output in 
1984. More buoyant growth in 1982 and 1983, in which agricul- 
ture recovered from three previous consecutive years of produc- 
tion shortfalls, was halted in 1984; bad weather retarded overall 
performance for the fourth year in a six-year period. If the target 
for 1985 is implemented, gross agricultural output will none the 
less rise more than 3 per cent higher than in 1980 and ensure the 
same average annual growth rate as in the preceding five-year 
period. 


Crop production was the main component of changes in agri- 
cultural output in 1984. A late spring, which delayed crop grow- 
ing by three to four weeks, was followed by favourable weather 
throughout eastern Europe. Irrigation measures taken to safe- 
guard crops after the dry summers of 1982 and 1983 also contrib- 
uted. The main cultivation operations were completed on time. 
Grain output achieved record levels in five out of the six east 
European countries, Bulgaria’s harvest falling slightly below the 
previous best result of 1982. The harvest of non-grain crops was 
also higher than in 1983. The delayed winter in 1984 reduced 
losses of potatoes and sugar beet. The weather also favoured raw 
fodder production and extended the grazing period for cattle. As 
a result, the output and productivity of the livestock branch 
progressed and surpassed the 1983 results in all countries, and 
plans were more than fulfilled in some. 


The performance of the livestock branch, which generally fluc- 
tuates less than crop output, was the main factor in maintaining 


gross agricultural output in the Soviet Union at its 1983 level. A 
higher carry-over of feed stocks partly reflected a jump in feed 
grain imports and helped to offset a sharp decline in crop produc- 
tion. Crop damage during the winter could not be made good by 
resowing in the spring. Most crops, especially grain, suffered 
from drought in the summer. Thus there was a growing disparity 
between crop and livestock output in the Soviet Union, where 
feed shortages are regularly compensated by imports. In eastern 
Europe, on the other hand, progress in the livestock branch is 
conditional on domestic crop performance. The harvests of 1984 
improved domestic supplies of raw materials and foodstuffs for 
1984/85 in most countries. The room for manoeuvre of tra- 
ditional net exporters of agricultural products such as Bulgaria, 
Hungary and Romania increased, while net importers such as 
Czechoslovakia and the German Democratic Republic may be 
able to reduce their import volume. Poland’s grain imports will 
probably stay at the 1983 level and possibilities of compensating 
wheat import requirements by exports of rye have improved. 
Early purchases of grain indicate a record level of grain imports 
by the Soviet Union in 1984/85. 


(ii) Agricultural inputs and productivity 


(a) No big changes in the agricultural land area or its cropping 
structure were reported for 1984. Indeed the area has remained 
constant over the last few years in almost all countries of eastern 
Europe (table 4.2.2). Romania, which follows a policy of steady 
expansion of the arable area, is the exception. Czechoslovakia 
and Hungary have halted the decline in area which occurred 
every year in the preceding five-year period. The cropping struc- 
ture has changed in favour of grain since 1981, reflecting in most 
countries measures to encourage higher grain output. They 
included the expansion of grain sowings within an unchanged 
arable area. In contrast, the area of land under grain in the Soviet 
Union has decreased and at an accelerating rate in recent years 
compared with 1976-1980. This probably reflects two develop- 
ments: the withdrawal of certain particularly low-yielding areas 
from grain cultivation, and changes in land use following winter 
damage in particular years (e.g. resowing with green maize 
instead of maize grown to full maturity).'°! The last argument in 
particular seems to account for the sharp decrease in the grain 
area in the Ukrainian SSR in 1983. 


(b) Declining trends in agricultural employment in many coun- 
tries followed past trends until 1983. In Bulgaria, the release of 
agricultural labour to industry and other sectors accelerated in 
1983 (table 4.2.3 and appendix table B.14). Bulgarian farm 
workers account for more than 20 per cent of the total economi- 
cally active population. However, their average age is high and 
rising. Thus the rural exodus, despite the large size of the remain- 
ing work force, needs to be offset by increasing supplies of 
productivity—enhancing material inputs and by continuous 
modernization of equipment. The fast increases in capital inten- 
sity in recent years bear witness to this approach. Labour produc- 
tivity has, in fact, registered high growth rates but it fell sharply in 
1983 as a result of the decline in agricultural output in that year. 
Improved output performance in 1984 was accompanied by a rise 
in labour productivity which will probably equal the improve- 
ment in 1982. 


161 Reported land use is based on harvested rather than on sown area 
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TABLE 4.2.1 


Gross agricultural production 
(Annual percentage change) 


И © ЕО © ee р ee ee 


1976- 1984 1984 1985 1981-1985 
Country 1980 1981 1982 1983 Plan Actual Plan Plan 
ee 
Bulgaria 
otal es Ето Fee ВУ Oy 5.9 5.2 —7.2 Bul 6.8 3.2 3.4 
Crop. 0.7 10.2 7.9 —17.4 a 13.9 
Animal . 4.0 22 2.6 3.0 ‘A at 
Czechoslovakia 
Total nvial halen Sal, WES Z 15 —2.5 4.4 4.2 = 3.6 —1.1 1.4-1.9 
Crop. at Aten: ot Seder te 3 №3 —5.3 13.8 2.8 9:2 4.2 
Аа a etacuet ее р sometime: 2 2.1 —0.5 —2.0 5.4 —3.9 BD 
German Democratic Republic 
Торо пов Урала hee №2 1.6 —4.0 4.1 6.4а 8.5 —1.9* И 
Стори кака ОР 0.1 1.9 ТУ 2 8.4а 13.9 —4.6а 
Animal . 2.0 №5 —7.4 6.0 5.14 5.1 —* 
Hungary 
Total, о Sree ee 2.9 2.0 3 —2.7 3.4-4.1 2.5-3.0 1.0 2.3-2.8 
ClOD er ов 1.8 1.6 9.4 —7.5 9.8 4 2.0 3.0-3.4 
Animal . 4.1 2.4 59 Ip) 1 _ 1.6-2.3 
Poland В 
Total. 0.6 3.8 —2.8 3:3 1.5-2.0 57 (—0.8)-1.4 22 
Crop. Dota ee Но ete —0.3 18.9 —2.5 5.9 1.4-2.4 7.6 (—0.5-3.5) 
Ani Mallya soe awe ney Wears mere ee at ee 1.7 —8.9 —3.2 0.4 15 3.4 2.4-3.6 
Romania 
Total. 4.8 —0.9 7.6 —1.6 5.4-6.0 1533 6.0-6.8 4.5-5.0 
Crop. pe ad Pe ОН С 3.8 0.6 12.8 —5.2 AA 
JATIN a aerodrome 6.3 —2.8 0.2 8:7 
Eastern Europe 
ARO ee ee ee OP Eee eee 1.9 1.8 1.6 0.8 2.2 6.9 1.4 2.9 
Crop. 0.9 6.7 5.0 —1.0 
Animal . 3.0 —2.9 —1.5 3.0 
Soviet Union 
и ee 1.7 —1.0 55) 6.1 6.4 _ 6.7 2.5 
Стори ae 1.9 —2.4 9.2 5.9 a2 
AIR ete ey en ar eee 1.6 0.1 2.6 6.3 25 
Byelorussian SSR 
fi oy 221 Pe ek go Е en ee a ner ae 1.5 12.9 —4.2 11.0 3.4 52 35 2.1 
Ото Е oa eee НЫЙ Boal —15.5 18.7 
Aninval once een oe me ee eee 1.8 —0.1 Ree) 6.8 
Ukrainian SSR 
(otal ae er ese eeen sce, rere 1.6 0.8 6.9 2.6 1.8 32 6.3 23 
Crop sen eee Е 1.4 1.8 13.7 —2.8 
Animal pear а: ОА we 1 —0.1 eS 7.6 
Eastern Europe and the Soviet Union 
Totals. wate pica и ae eee 1 —0.1 4.2 4.3 5.0 DP 5.0 2.6 
А, И. Si a ee eae 1.4 0.5 7.8 3.6 
Animal. all —1.0 2.6 6.3 


Sources: Statisticheskii ezhegodnik stran-chlenov SEV 1984 (CMEA Statistical Yearbook 1984) Moscow, 1984, p. 157; national plans and plan fulfilment reports 
4Calculated on the basis of indicated change in physical terms. 


In Czechoslovakia, where agricultural employment stabilized 
at the beginning of the current five-year period, the outflow 
resumed thereafter, and in 1983 it rose to the same average 
annual rate of decrease as during the preceding five-year period. 
The unbroken three-year period of rising output since 1982, to- 
gether with a notable rise in agricultural fixed assets, led to high 
labour productivity growth, and an increase of 4-5 per cent can be 
assumed for 1984. 


The German Democratic Republic halted the outflow of labour 


from agriculture after 1980. The declared policy of stabilizing 
employment levels by stressing the labour-intensive livestock 
branch contributed to the retention of workers, and hence to 
improvements in the age structure of the agricultural labour 
force. The price which had to be paid was stagnating labour 
productivity over 1981-1983, but good output performance was 
registered by the livestock branch despite a setback in crop 
production in 1983. The big turnround in 1984 vindicated this 
policy: labour productivity probably increased by 7-8 per cent in 
that year. 
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TABLE 4.2.2 


Arable land area 
= (Annual percentage change) 


= = —— 


Total of which under grain 

1980 1980 

“1975 1981 1982 1983 “1975 1981 1982 1983 
Bulgariage: out <7 ма = 0.9 0,2 —0.2 —1.4 1.6 Det) = 
Czechoslovakia —0.4 — — (Ont —0.9 -09 -09 -1.3 
German Democratic Republic. 0.3 —0.4 —0.2 0.1 —1.1 —1.6 15 0.9 
Hungary . —0.4 OU —0:2 — SS) 595 92 0.7 
Poland . 0)? 0.1 0.3 —0.4 =O 0.5 2.3 0.8 
Romania . 0.2 0.2 0.2 0.3 0.7 Ll —=6.5 = 
SOMGAWINGA оо 6 co oo o eo Ui 0.1 = 0.1 —0.2 —08 —20 =—=1.8 
Byelorussian SSR. 0.2 = — — —3.8 —3.9 —2.3 —1.0 
О бе, а ee в ВИ = = - ОТ 1.2 —0.2 77 


Source: Statisticheskii ezhogednik stran-chlenoy SEV 1984 (CMEA Statistical Yearbook 1984), Moscow, 1984, p. 162; Narodnoye 
kKhoziaistvo USSR v 1983 води (Statistical Yearbook of the USSR), Moscow, 1984, р. 227. 


Agricultural employment in Hungary fluctuates considerably 
more than in other countries. The declining trend of the agricul- 
tural labour force was actually reversed at the end of the 1970s. In 
1981, the workforce grew by more than 4 per cent but after 1982 
the decline resumed. The decision to permit the establishment 
of small-scale private operations in the industrial and service 
sectors of the economy has attracted employees from state and 
cooperative agricultural activity.!62 In the long run this could 
have favourable effects on productivity in the economy as a 
whole, given that agricultural employment still acounts for more 
than 20 per cent of the total labour force. The question is 
whether negative consequences for agriculture can be avoided in 
the short run. The high rates of growth of capital intensity since 
1981 seem to reflect awareness of this problem. 


162 In 1984, around 20,000 co-operative members moved away from 
agricultural occupations. Magyar Nemzet, 3 January 1985. 


Changes in agricultural employment in Poland were 
influenced by the economic and social disturbances at the begin- 
ning of the 1980s. Interest in agricultural work has been revital- 
ized by changes in agricultural policy, and this has led to 
improvements in the age structure of the farm labour force.!® 
Nevertheless, there is still an outflow of workers according to 
data for 1982-1983. In spite of agriculture’s large and increasing 
share of total investment outlays, the recent decline in overall 
investment spending suggests strongly that in the medium-term 
agricultural output gains will continue to depend on labour- 
intensive operations in the overwhelmingly small-scale, privately 
owned agricultural sector. A high share of the total labour force 
will continue to be employed in agriculture during the next 
years—it is currently still nearly 30 per cent. 


In Romania the long-term falling trend of agricultural employ- 
ment was halted in 1983. Data for 1984 are not yet available and it 
is thus not known whether 1983 was an exceptional case or 


163 See Economic Survey of Europe 1983, p. 130. 


TABLE 4.2.3 


Employment, labour productivity and capital intensity 
(Annual percentage change) 
ЕН Е eee ee ee SS 


Employment4 


Labour productivity Capital intensity® 


1975 1981 1982 1983 1975 1981 1982 1983 1975 1981 1982 1983 
Вана weer Rome eee ye 25) |5 2.8 3.1 Be 7.5 82.2 83 —0.1 8.3 8.6 
Czechoslovakia —1.4 = —0.8 —1.4 5 5.2. 5.7 8.1 6.1 6.1 6.4 
German Democratic Republic. —0.3 0.4 0.6 IRS 3.8 (2 —4.6 2.6 5.5 4.5 4.3 322 
Hungary . —0.5 4.4 04 —1.0 DB Phe) (GE seal oO 0 3.9 ЛЬ 
Poland . 0.5 1.1 —0.5 —0.5 22 29 —2.3 3.8 6.2 DD 2.4 2.5 
Romania . 4.4 2.7 1.0 0.2 8.6 1.8 8.6 —1.8 12.4 11.8 11.2 9.7 
Soviet Union —0.8 —0.4 0.1 0.2 д 06 5.4 5.9 8.2 7.1 7.0 6.4 


Sources: Statisticheskii ezhegodnik stran-chlenov SEV 1984 
4 Annual average 
bGross output per employee 


¢ Fixed assets per employee 


(CMEA Statistical Yearbook 1984), Moscow, 1984, pp 43, 157, 363-366; national statistics 
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TABLE 4.2.4 


Investment, fixed assets and capital productivity 
(Annual percentage change) 


a en i i 


Capital productivity4 


Investments Fixed assets 

1980 1980 1980 

1975 1981 1982 1983 1975 1981 1982 1983 1975 1981 1982 1983 
BUlgatia eames а 13 10.7 —18.6 1.6 9.4 23 53 5.2 —4.3 8.4 —01 —11.8 
Czechoslovakia eee ne 0.7 5.0 4.6 12.6 6.6 6.1 5.3 4.9 —4.5 —81 —0.9 —O07 
German Democratic Republic. —0.4 29 -—7.6 —9.3 5.2 4.9 4.9 4.7 —3.9 -3.1 —8.5 —0.6 
Hungary . —0.5 80 —10 —15.4 55 4.3 4.3 4.0* 28—22 2.06.4 
Poland . —0.5 —12.5 —15.3 5.6 6.7 4.0 1 2.0 7.9 —0.2 —4.6 11572 
Вора § 6 ee Ws 10.0 —1.8 8.6 1.5 8.8 10.1 oS —3.4 -89 —2.4 —10.5 
НОНО ооо eee 2.9 2.6 1.6 3.5 tee 6.7 7.1 6.6 —5.3 =7.2  —15 —05 


eee Ee eS SS ee enn 
Sources: Statisticheskii ezhegodnik stran-chlenoy SEV 1984 (CMEA Statistical Yearbook 1984), Moscow, 1984, pp. 43, 135, 137; national statistics. 


4Gross agricultural output per unit of fixed assets. 


whether a point of stabilization has been reached. Variations in 
output and labour productivity were wider than in most other 
countries. The growth rates of capital intensity decelerated, but 
they are still considerably higher than in the other countries of 
the region. They reflect efforts to make good the low level of 
mechanization achieved in the past. 


The fall in agricultural employment has also apparently been 
arrested in the Soviet Union. Since 1981, the agricultural labour 
force stabilized as a result of the food programme currently being 
implemented.!64 The productivity potential of the Soviet agricul- 
tural labour force under relatively normal weather conditions has 
been sustained by high growth rates in capital intensity. Labour 
productivity thus rose at high rates in 1982-1983. The shortfall of 
crop production per worker in 1984 may be balanced by produc- 
tivity gains in the livestock branch, resulting in zero growth of 
productivity in 1984 for agriculture as a whole. 


(c) Changes in agricultural investment during the current five- 
year plan reflect widely different priorities in individual coun- 
tries. Year-to-year fluctuations have been considerable—particu- 
larly in Bulgaria and Romania in 1981-1983 (table 4.2.4 and 
appendix table B.14). Both countries reported further increases 
in supplies of machinery and equipment in 1984. Czecho- 
slovakia, Poland and the Soviet Union recently accelerated the 
growth of agricultural investments. In Czechoslovakia, effort is 
concentrated on the replacement of outdated equipment. Poland 
is making efforts to increase supplies of machinery which corre- 
spond to the needs of its predominantly small-scale agricultural 
structure. The Soviet Union is implementing a food programme 
which provides for improved supply of machinery and spare 
parts, cooling and storage equipment and processing units for 
first stage processing of products within the agricultural sector 
itself. 


In the German Democratic Republic and Hungary, agricul- 
tural investments declined in absolute terms in recent years. 
Agriculture in both countries is characterized by high machinery 
and equipment levels, and current policy is focused on putting 
them to better use rather than expanding their quantity. In 1984, 
the German Democratic Republic stabilized the level of invest- 
ments in agriculture at around the 1983 level. 


16% A food programme of the Soviet Union for the period ending in 
1990 was adopted in 1982 by the Central Committee of the CPSU. For 
further details, see Economic Survey of Europe 1982, p. 146. 


(d) The stock of fixed assets in agriculture grew remarkably in 
most countries, although growth rates in 1981-1983 were lower 
than the yearly average of 1976-1980 except in Romania, where 
they accelerated. Capital productivity since the early 1970s fell in 
all countries, and continued to decline at faster rates in 1981-1983 
than in 1976-1980 in all countries but Poland. The generally still 
insufficient return on high capital inputs is a problem with 
complex causes. Among these are shortcomings in the level and 
structure of current inputs, especially fertilizers, and the lack of 
certain categories of machinery. Moreover, despite high overall 
levels of mechanisation of cultivation and harvesting, machinery 
is not always well adapted to local soil conditions. These short- 
comings have had consequences ranging from decreasing soil 
fertility to failures in adjusting crop structures and shielding the 
harvest from bad weather. It can be assumed that the capital 
productivity decline decelerated in 1984 in most countries due to 
substantial output increases. 


(iii) Crop production 


In 1984 the countries of the southern part of the region 
(Bulgaria, Hungary and Romania) aimed to repeat the good 
results achieved in 1982 and to recover from the fall in crop 
production in 1983. The other countries of the region increased 
output at levels higher than in the preceding year. Results 
surpassed expectations in 1984, except in the Soviet Union (table 
4.2.5). The main factor contributing to success in eastern Europe 
was grain. For the first time, output approached 100 million 
tonnes in eastern Europe as a whole—slightly below the 
combined plan targets of the six countries for the final year of the 
current five-year plan and 25 per cent higher than the annual 
average of harvests in 1976-1980 (appendix table B.18). All east 
European countries achieved record or, in the case of Bulgaria, 
near-record grain harvests. 


The upswing of Soviet grain production in 1982 and 1983 was 
halted in 1984. No output data for 1984 have been published, 
continuing a black-out since the year 1980, but it has been 
confirmed that there was a substantial grain shortfall.!65 The 
volume of output has been estimated at about 170 million 
tonnes.'* Drought affected autumn-sown crops, while hot, dry 
winds damaged spring-sown coarse grains. Soviet agriculture’s 


165 Pravda, 24 October 1984. 
166 FAO, Monthly Bulletin of Statistics, vol. 7, October 1984. 
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TABLE 4.2.5 


Crop and grain production and grain yields 


2: (Annual percentage change) 


————— | 


Crop production 


Grain production Grain yield per hectare 


1981 1982, 1983 1984 1980 1981 — 1982 1983 1984 1980 1981 1982 1983 1984 
Bulgaria 0.8 10.2 TEE 3.9 |3) ОУ ИО 05 9 1:3 9.1 14.7 —20.6 17.5* 
Czechoslovakia 10—53 1338 2.8 4.2 oy DI 9.3 1.9 6.7* 1.6 —11.5 104 9.4 8.0 
German Democratic 
ИИ = 1.9 И 23:0 OS = В и ileye} —0.2 —64 116 —0.5 1438 
Hungary . 2.1 1.6 9.4 —7.5 4.0 р = И =6 №5 зе Seyi 1х = IO 
Poland . —0.2 189 —2.5 5.9 7.6 SES) Wes Ws) 47 10.9 —0.5 6.9 4.9 B19 oA 
Romania . 3.8 0:6 12:8 5.2 54—12: 12.91.2014 4,5 =3:2)~ 20:0* —14:0* 19.0% 
Soviet Union 19 —2.4 9.2 5.9 7) ат AOS М5 1.7 —14.8 11.8 12.0 —10.0* 


А Е EE SR Eee ae ИНН 


Sources: Statisticheskii ezhegodnik stran-chlenov SEV 1984 (CMEA Statistical Yearbook 1984), Moscow, 1984, pp. 157-158, 175, 181, and plan fulfilment reports. 


vulnerability to weather conditions is still very high and possibil- 
ities for limiting such damage are not comprehensively used. 
Even so, many examples are reported of farms which yielded 
good results even under difficult conditions.167 


Since the grain area in the region as a whole has not changed 
much, the volume of output is primarily determined by yields. 
There is also a close connection between grain and total crop 
production. This varies between countries in accordance with 
the varying share of grain in total arable output. Grain is highest 
relative to total crop output in Bulgaria, Hungary and Romania, 
and is lower in Czechoslovakia, the German Democratic Repub- 
lic, Poland and the Soviet Union. 


Grain in fact varied between 40 and 70 per cent of total arable 
output in the seven countries of the region in 1981-1983. An 
overview of annual changes in non-grain crop production up to 
1983 is given in table 4.2.6. The data reported above indicate 
positive changes in most countries in 1984. 


Detailed data for non-grain crops in 1984 are not yet available. 
The reported output of potatoes, sugar beet and other crops in 
1984 indicate satisfactory to good results. Bulgaria did not 
achieve its plan targets in some crops but surpassed the results 
achieved in 1976-1980 in most cases by 6-14 per cent. Czecho- 
slovakia recorded higher production of potatoes, sugar beet and 
green maize than in 1983. In the German Democratic Republic, 


167 Pravda, 26 November 1984. 


where—as in Czechoslovakia—potato and sugar beet yields have 
stagnated at low levels over a long period, better results were 
recorded in 1984. Yields increased by more than 30 and 15 per 
cent respectively. Pastures and meadows yielded record 
amounts of fodder. In Hungary, only the fruit and grape harvest 
fell short of output in 1983. Poland reported higher output than 
in 1983 for most crops, though sugar beet production fell slightly. 
Romania’s production of potatoes, sugar beet and vegetables was 
considerably higher than in 1983. In the Soviet Union, output of 
potatoes increased slightly and sugar beet by 4 per cent. Raw 
cotton production, which varied between 9-10 million tonnes for 
several years, decreased to 8.6 million tonnes in 1984. This was 
anticipated in view of cold spring weather, which necessitated the 
replanting of large areas in the southern republics of the Soviet 
Union. 


(iv) Livestock and livestock output 


Limited preliminary information for 1984 indicates that the 
livestock sector improved its performance in all countries. Even 
countries with unsatisfactory crop production in 1983 managed 
to hold their herds stable and raise output per animal (table 4.2.7 
and appendix table B.9). The structure of herds changed little. In 
Bulgaria, the number of cattle, cows and pigs decreased slightly 
in 1983 in favour of sheep, goats and poultry. The process of 
restructuring was pursued as planned in Czechoslovakia. Final 
data for 1983 show an increase in cattle and a decrease in pig 


TABLE 4.2.6 


Non-grain crop production ® 
eS ee 


Annual percentage change 


Percentage share in total crop output 


1976- 


1976- 


1980 1981 1982 1983 1980 1981 1982 1983 
Bulgaria 1.0 6.2 9.9 —13.0 36.1 34.6 33.0 35.0 
Czechoslovakia 0.5 —0.1 5) 4.1 46.6 49.4 48.4 47.5 
German Democratic Republic. 0.4 7.1 —11.9 2.9 52.9 56.2 50.0 49.1 
Hungary . 3.8 4.3 4.8 —1.9 32.2 34.8 т) 31.5 
Poland . 0.2 SN lie) 7.0 60.0 61.1 54.6 35) 
Romania . 3.3 —1.9 20.2 36.5 34.8 36.3 
Soviet Union 1.9 —4.5 11.4 6.0 45.8 50.6*  50.5* 49.2* 


ОС 
Sources: Statisticheskii ezhegodnik stran-chlenoy SEV, 1984(CMEA Statistical Yearbook 1984), Moscow, 1984, pp. 157-158, 175, and 


181; plan fulfilment reports. 


а Based on physical terms (grain units). Data may not cover all crops and slight deviations from national calculations are therefore 


possible. 
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TABLE 4.2.7 


Livestock and livestock output 
(Annual percentage change) 


ek ae ts ES Eee I ah A et se Re 


Livestock4 Meat production Milk producction Eggs 

th 1981 19821983 190 ов 1982 1083 Г. 181 1982 1983 a 1981 1982 1983 

Bulgaria . 23 0.6 0.4 0.1 3.5 Na) 16885-17 Ligh ОЗ рр 5 5S = 0 

Czechoslovakia 1.4 —1.5 — 6.1 2.1 18—74 152 140.1 2.2 GB) ei) 1.4 1.2 °*490 
German Democratic 

Republic . 1,2 09 33 —06 ФИ с 8 Dab -04 —1.4 —5.2 65 У 2-6 0.5 2:7 

Hungary . 1.4 1.4 9:7 2.0 2. 080:8 eZ 5.8 69 25:3 2.3 2.6 1:3 020.8 1.9 

Poland . . —0.7% —1.9> —4.4b —4.5Ъ 0:5) —196 2-13 Oe 1003 5.3 2.1 —1.0 —13.84 0.1 

Romania . 2.9 4.4 0.1 8.8 5:2 1.0 , 3.6 —7.9 —5.8 10.2 53 5:1 5.1 

Soviet Union ily 1.0 1.7 2.0 0.1 0.8 пы 7.0 — ~-)2 124 59 3.221 425825 3.6 


розовой ео ен ЕВЕ EA TT 
Source: Statisticheskii ezhegodnik stran-chlenov SEV 1984 (CMEA Statistical Yearbook 1984), Moscow, 1984, рр. 187-189 and 194-195. 
4 Conventional units in terms of cows. Conversion ratios: cattle (other than cows) 0.6; pigs 0.3; sheep and goats 0.1; horses 1.0; poultry 0.02. Source: Spravochnik po planirovaniiu 


sel’skogo khoziaistva, Kolos, Moscow, 1974, р. 151. 
b Excluding goats. 


stock. Good results in crop farming paved the way for better 
results in the livestock sector than were planned for 1984. Devel- 
opments in the German Democratic Republic were similar. The 
share of cows in the national livestock herds (expressed in live- 
stock units) fell but was offset by productivity gains. Hungary’s 
cattle stock, including cows, fell by small amounts in 1983 but 
rose again in 1984. There was a considerable increase in the pig 
herd. In Poland, the decreasing trend in herd sizes which 
prevailed during recent years was stopped in 1984: cattle num- 
bers stabilized and the pig herd was partially rebuilt. Neverthe- 
less, the process of full recovery in livestock will take some time. 
Available data on livestock development in Romania for 1983 
indicate a sharp increase in animal numbers. Underlying an 
increase in total livestock of around 9 per cent in conventional 
units, there was an increase of more than 13 per cent in the cattle 
and pig population. The number of sheep increased by 9 per cent 
and goats by 33 per cent. In the Soviet Union, measures to im- 
plement the food programme seem to be paying off more quickly 
in the livestock than in the crop sector. The output ofall livestock 
products has increased in recent years including 1984. The state 
plan for the procurement of livestock products was surpassed. 


(v) Agricultural policy 


A wide range of agricultural policy measures promulgated in 
1984 included some dealing with short-term objectives as well as 
directives and orientations of a longer-term character. Among 
the former are price changes for several inputs (machinery, 
mineral fertilizer, etc.). Higher contract purchasing prices have 
been offered to eliminate subsidies and to stimulate the output of 
certain products in Hungary, Poland and Romania. Hungary has 
encouraged irrigation by abolishing water charges. Romania 
decreased the rate of interest paid on credits granted to machine- 
tractor stations, co-operatives and their members and to private 
farmers. 


In some countries, outlines of medium- and long-term agricul- 
tural development strategies have been introduced or prepared. 
In Czechoslovakia a long-term programme for the development 


of agriculture and the food branches to 1995 was adopted.!® It 
will be a basic document in preparing the five-year plan for 1986- 
1990. Key points of the programme are scientifically based 
improvements in diet, and further steps towards self-sufficiency 
in agricultural products. The German Democratic Republic intro- 
duced a comprehensive agricultural price reform in 1984, which 
abolished state subsidies on industrial inputs to agriculture and 
raised agricultural procurement prices by 50-70 per cent. It aims 
to achieve better balance between crop and livestock production, 
to ensure the creation of financial resources by agricultural co- 
operatives themselves and to stimulate efficiency. Output results 
for 1984 have been interpreted as a first indication of the efficacy 
of this approach.'69 In Poland three important laws have been 
passed which will become operative in 1985 and which will also 
influence future agricultural development.!70 The scope of re- 
gional authorities in decision-making and financing has been 
enlarged, which may result in a smoother adaptation of policies 
to regional and local conditions than before. In October 1984, the 
Communist Party of the Soviet Union devoted a Central 
Committee session to agricultural problems. After a critical 
analysis of results achieved relative to the decision adopted at the 
plenary session in May 1965, a new resolution has been passed to 
supplement the existing Food Programme by measures to 
improve the quality and productivity of land.!7! 


168 Rudé pravo, 4 October 1984. 


169 Е. HOfner, Minister of Finance: “Experiences from the agricultural 
price reform convincingly confirm that its application increases the 
material interest of the agricultural co-operatives and state farms. со- 
operative peasants and farm workers in raising production and lowering 
the production input.” Newes Deutschland, 1/2 December 1984. 

170 Law on the people’s councils; the regional self-government law; the 
new budget law. 


'71Long-term programme for land improvement and for enhancing 


efficiency in the use of improved land in order to achieve a steady increase 
in the country’s food reserves. Pravda, 24 October 1984. 
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‘The upturn in industrial growth which started in 1983 con- 
tinued in 1984 at a rate of 4 1/2 per cent for the east European 
countries and the Soviet Union as a whole. The plan target of 4 
per cent was thus overfulfilled. Various factors contributed to 
the upswing in industrial growth, mainly the removal of supply 
constraints. One explanatory factor for the east European coun- 
tries was the development of foreign trade; increased imports in 
1983 and 1984, made possible by a revival of exports, were gen- 
erally concentrated in intermediate products. The easing of 
bottlenecks due to higher imports and the expansion of domestic 
output facilitated the implementation of policies to raise ef- 
ficiency and encouraged a shift towards a more intensive indus- 
trial growth pattern. Accelerated industrial output growth was 
accompanied by a strong revival of industrial labour productivity. 
Progress was also achieved in reducing fuel, energy and material 
consumption per unit of industrial output. The decline of indus- 
trial capital productivity slowed down. Nevertheless progress so 
far achieved in reducing the material intensity of industrial 
production and in halting the fall in capital productivity is judged 
to be slow. 


The forces which shaped industrial growth in the last two years 
are expected to continue exerting a positive influence on indus- 
trial performance in 1985. Plans for that year envisage a 4 per cent 
growth of industrial output for the region as a whole. Industrial 
policy continues to stress a speed-up of scientific and technical 
progress and further development of the international division of 
labour—mainly oriented towards closer co-operation between 
CMEA countries. 


In sub-section (i) the changes in industrial production in 1984 
are assessed, together with the factors which contributed to the 
upswing in industrial growth. Developments in labour produc- 


tivity, material intensity and capital productivity are examined in 
sub-sections (ii), (iii) and (iv). The relationship between foreign 
trade and industry is discussed in sub-section (v). Sub-section 
(vi) presents industrial branch developments. An overview of the 
main policy objectives for 1985 in the region as a whole and by 
country is given in sub-section (vii). 


(i) Growth of industrial output 


Joint east European and Soviet industrial performance in 1984 
was the best in the current quinquennium. Industrial output 
expanded at a rate of 4.4 per cent—the highest since 1979 for the 
region as a whole. Industrial growth in 1984 also exceeded the 
plan target for that year. 


Despite differences in the industrial performance of individual 
countries, output growth rates in 1984 were higher than or the 
same as in 1983 in all countries of the region but Poland. They 
ranged between 3 per cent in Hungary and almost 7 per cent in 
Romania (table 4.3.1). Comparison of individual countries’ 
planned and actual performance thus suggests that industrial 
growth expectations for 1984 materialized. 


The factors which contributed to industrial expansion in 1983, 
analyzed in the previous edition of this publication,!7? continued 
to play a role in 1984. Factors helping to remove supply con- 
straints were particularly important, notably: 


— the expansion of production in industrial branches where 
slow growth gave rise to bottlenecks in previous years (fuel and 
energy, metallurgy and chemicals); 


172 Economic Survey of Europe in 1983, p. 145. 


TABLE 4.3.1 


Industrial output growth 
(Average annual percentage change) 


1984 
1976-1980 1985 1981-1985 1981-1985 
actual 1981 1982 1983 Actual Plan plan implied® plan 
Bulgaria 6.0 4.9 4.6 3.9 4.6 5.0 5.2 4.6 Sil 
Czechoslovakia 4.7 2.1 По 2.8 3.9 2.9 3.0 2.6 2.7-3.4 
German Democratic 
Republictas и ey 5.0 4.7 2 4.1 4.2 3.6 3.8 4.0 Syl 
lun gary ein cue) ert ео к 3.4 2.4 ays 1.4 3.0 1.5-2.0 3.0 PES) 3.5-4.0 
о и 4.7 —10.8 —2.1 6.4 тэ 4.5 4.0-4.5 5.2-5.4< 3.8-5.44 
ЕЕ 5 або ве 95 2.6 1.1 4.7 6.7 6.7 1.5 4.5 7.6 
Basten торе а. 5.6 —0.6 115 4.4 4.9 4.3 4.6 2.9 3.7-3.8 
СООО в о о - = = 4.5 3.4 2.9 4.2 4.2 3.8 3.9 Si 4.7 
Eastern Europe and the 
Soviet Union) =. 5 = = 4.8 2 2.4 4.3 4.4 4.0 4.1 3.5 4.4 


В ВОВ спит 


Source: National statistics, plans and plan fulfilment reports 


а Average annual industrial growth in 1981-1984 and annual growth rate planned for 1985 


b Marketable production. 


с Average annual industrial growth in 1983-1984 and annual growth rate planned for 1985 


d Three-year plan 1983-1985. 
©Since 1981, marketable production. 
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— favourable developments in agriculture where three success- 
ive years of good agricultural performance in most countries 
substantially improved the supply of industrial inputs of agricul- 
tural origin; 


— higher imports by the east European countries in 1984; 


—the reduction of fuels, energy, raw materials and other inputs 
per unit of industrial output. The last factor reinforced those 
mentioned above (see the more detailed analysis in sub-section 
(iii). 

Two periods of industrial development can be distinguished in 
the last four years. In the first (1981-1982) a marked slowdown in 
gross industrial output growth occurred—to an average rate of 
only 2.3 per cent annually. The slowdown was more pronounced 
in the six east European countries than in the Soviet Union. 
Poland contributed substantially to this development. In 1983- 
1984 a marked upswing in industrial growth took place. Aggre- 
gate gross industrial output in the seven countries together grew 
by an annual rate of 4.4 per cent—almost twice as high as in the 
preceding two years. Industrial growth performance improved 
substantially in eastern Europe—from a very low 0.3 per cent 
annually in 1981-1982 to a 4.6 per cent average in 1983-1984. The 
corresponding figures for the Soviet Union were 3.2 and 4.2 per 
cent. Differences in industrial growth between countries in 1981- 
1984 can be seen in chart 4.3.1. 


The expansionary forces behind the marked upswing in indus- 
trial growth in the last two years varied between countries. 
Perhaps the two most important elements were, as indicated 
above, the removal of supply constraints and reductions in the 
material costs of output. Some analysts emphasize the high 
dependence of industrial output growth on fuel, energy and raw 
material supplies which were in short supply at the beginning of 
the 1980s.!73 Slow adjustment to new conditions also contributed 
to decelerating industrial growth rates. Industrial policy stressed 
the removal of supply/demand imbalances. Efforts to econ- 
omize оп scarce production factors brought positive results and а 
significant upturn of industrial growth in 1983-1984. 


The developments which shaped industrial growth in the last 
two years are expected to stimulate industrial performance in 
1985, though to a varying degree in different countries. The 
annual plans for 1985 indicate that aggregate industrial output for 
the seven countries of the region will grow by 4.1 per cent, 
slightly below the pace of the last two years. Thus industrial 
strategy in the region appears designed to stabilize rather than 
accelerate industrial growth on a year-to-year basis. This policy 
can be explained partly by the marked improvement in efficiency 
in the last two years which exhausted to a certain extent some 
more easily activated short-term factors, but also by persisting 
uncertainties and limited factor input growth. Information on 
expected fuel and energy supplies in 1985 indicates that primary 
energy consumption in most east European countries will only 
slightly exceed the 1984 level. More stringent fuel and energy 
savings per unit of industrial output are thus likely to be required 
than in previous years. Manpower will also be limited. Possibil- 
ities for increasing imports will depend on export performance. 
Thus the attainment of planned industrial output targets in 1985 
will require further improvements in the efficiency with which all 
factor inputs are used. Special prominence is therefore given to 


173 В. Vintrova points out that the role of growth factors changes over 
time and that under present conditions output growth rates depend above 
all on the more efficient use of energy and other scarce resources. See her 
article “Tempa a proporce reprodukce v ekonomické strategii socialisti- 
ckych zemi” (Rates and proportions of reproduction in the economic 
strategy of the socialist countries), Politicka ekonomie, No. 10, 1984. 
pp. 1017-1026. 
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the basic factors determining efficiency growth: scientific and 
technical progress, improvements in management and planning 
and human factors.!74 


The CMEA economic summit conference held in June 1984 
adopted measures to strengthen the intensification process on 
the basis of international co-operation.!7> They are mostly of a 
long-term character. It was decided to formulate a comprehen- 
sive programme of scientific and technical progress for the next 
15-20 years. Decisive importance is attached to electronics, auto- 
mation, the nuclear power industry, the developments of new 
materials and production techniques and biotechnology. Closer 
co-operation in agricultural production and in the processing of 
agricultural produce will also be promoted. Co-operation in solv- 
ing problems of fuel, energy and raw material production and of 
rational resource use were also agreed. Altogether an acceler- 
ation of the transition to intensive economic development ranks 
among the most important tasks of the CMEA countries. 


(ii) Industrial employment and labour productivity 


Despite a marked upturn in industrial growth, aggregate indus- 
trial employment in the region as a whole increased slowly—by 
0.5 and an estimated 0.3 per cent in 1983 and 1984 respectively. 
Decelerating industrial employment growth has been apparent 
since 1977, but it was very noticeable in the last three years. The 
rise in employment slowed from 1.3 per cent annually in 1976- 
1980 to only 0.4 per cent in 1982-1984. However, inter-country 
differences were significant, ranging from absolute declines in 
Hungary and Poland to rises of approximately a 1/2 per cent in 
Czechoslovakia, the German Democratic Republic and the 
Soviet Union. Up to 1983, in contrast, relatively large increases 
compared with other countries were recorded in Bulgaria and 
Romania (table 4.3.2). Nevertheless, the plan fulfilment reports 
of Bulgaria and Romania for 1984 indicate a substantial slow- 
down of industrial employment growth in those countries too. 


Several factors contributed to the declining trend in industrial 
employment growth. Demographic factors were responsible for 
the slowdown in the growth of the active population attaining 
working age. The previous steady declines in the economically 
active population in agriculture were halted in some countries at 
the beginning of the 1980s (German Democratic Republic and 
Hungary in 198] and 1982, Romania in 1983 and the Soviet Union 
in 1982 and 1983). Such changes substantially reduced the reser- 
voir of manpower available for redeployment in industry. Grow- 
ing demand for labour in the non-material sphere intensified this 
constraint. 


Full employment is a priority policy objective in the centrally 
planned economies. This is reflected in the slow adjustment of 
employment to output changes: in periods of slow industrial 
growth the labour force does not usually constitute a limiting 
factor. But in periods of substantial upturns in industrial growth, 
as in 1983-1984, some industrial manpower shortages have been 
reported. However, as has often been pointed out,!7 manpower 


173 Academician У. Afanasyev stresses three basic factors of intensifi- 
cation—scientific and technical progress, improvement of the economic 
mechanism and of the entire system of economic management and better 
development of the labour force’s education and skills. Special import- 
ance is attached to improving the economic mechanism and the system of 
management, Pravda, 11 January 1985. 


175 Statement on the main directions for the further development and 
deepening of economic, scientific and technical co-operation between 
CMEA member countries, Pravda, 16 June 1984. 

176 See, inter alia, V.A. Sidorov: “The effectiveness of labour and the 
quality of training of blue-collar workers”, Problems of Economics, vol. 
ХХУ, No. 3, July 1982, or L. Kalinova: Mame nedostatek ргасоутсй sil? 
(Are we short of labour?), Svoboda, Prague, 1979. 
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TABLE 4.3.2 


Industrial employment and labour productivity growth 
(Average annual percentage change) 
eee SS 


Industrial employment 


Industrial labour productivity 


a 1981 1982 1983 1984 i 1981 1982 1983 1984 
‚ Bulgaria 13 2.8 2.4 1.4 0.5* 4.6 о DAN 2.4 4.1* 
Czechoslovakia .. . 0.5 0.6 0.4 0.5 0.6 4.2 9-07 2.3 33 
German Democratic 
ПН в rue 0.6 0.5 0.3 0.3 0.4 4.3 AD 112:9 3.9 3.8* 
Hungary . —1.6 —2.4 —2.2 —21 = ay | 5.0 14.9 3.6 3.0% 
Poland.) eae se. 12 0.2 —0.2 —47 —0:1 —05 45 —106 2:7 6.5 5.8 
Romaniaee es 2 3.5 2.0 2 т —* 5.8 о = 3.0 6:7 
Eastern Europe. . . 0.8 0.5 —0.9 0.4 Owe 4.7 —1.1 2} 4.0 4.8* 
Зое 1.6 0.9 1.0 0.6 0.4 2.8 25 о 3.6 3.8 
Eastern Europe and 
the Soviet Union . 1.3 0.8 0.4 0.5 0.3* 3.4 1.4 2.0 97 As 


Source: National statistics and plan fulfilment reports. 


Note: Due to differences in coverage of industrial employment, figures in this table may differ slightly from officially reported data. 


4Gross industrial output per employee. 


shortages can be compensated by improvements in the quality, 
organization and deployment of the work force. It is commonly 
believed that while labour resources are limited, the raising of 
labour productivity levels can provide an important boost to 
industrial growth potential. A number of measures adopted in 
the field of labour organization, incentives, education and train- 
ing are thus important elements in policies designed to increase 
productivity. Some countries introduced in recent years the 
“brigade” system of labour organization. Wage reforms and 
improved manpower planning have also brought some results. 
Czechoslovakia and the Soviet Union have begun to introduce 
long-term education reforms to improve professional qualifi- 
cations and vocational skills.!77 


The declining trend in industrial labour productivity growth, 
which became apparent in the second half of the 1970s and con- 
tinued at the beginning of the 1980s, was reversed in the course of 
1983 and 1984. This upturn reflected the substantial acceleration 
of industrial growth and a slowdown in the rise of industrial 
employment. Aggregate industrial labour productivity in the 
seven countries combined rose at annual rates of 4 per cent in 
1983-1984. This is more than twice as high as industrial labour 
productivity growth in 1981-1982 and is also above the annual 
average reached in 1976-1980. Labour productivity performance 
improved in the last two years in all countries of the region except 
Hungary (table 4.3.2). 


The strong revival of industrial labour productivity growth 
reflects a variety of factors, most of them connected with the up- 
swing in industrial growth discussed above. The close relation- 
ship between the two is apparent in chart 4.3.2, which also 
suggests that the upturn was more pronounced in eastern Europe 
than in the Soviet Union. 


177 Improved organization and planning in the allocation and use of 
qualified personnel together with better motivation of labour are stressed 
as main directions for effective utilization of labour potential in the 
German Democratic Republic. See H. Koziolek, G. Pietrzynski: “Okono- 
mische Strategie: Anforderungen an die Entwicklung und rationelle 
Nutzung des gesellschaftlichen Arbeitsvermégens in den Kombinaten 
der DDR” (Economic strategy: requirements for the development and 
rational use of national labour power in the combines of the German 
Democratic Republic), Wirtschaftswissenschaft, No. 4, 1984, p. 493. 


Numerous policy measures were taken to increase labour 
productivity, notably in the sphere of labour organization and 
discipline, the accelerated adoption of science and technology 
and in improving planning and incentive systems.!78 


Labour productivity’s contribution to industrial output growth 
in 1984 rose in Bulgaria, Czechoslovakia, Poland and the Soviet 
Union. It remained at high levels in the German Democratic 
Republic and Hungary. In the region as a whole, there was a 
significant rise in the contribution of labour productivity to total 
industrial output growth (table 4.3.3). 


Only scarce data are available on industrial employment and 
labour productivity growth plans for 1985. Estimates derived 
from published figures on gross industrial output and labour 


TABLE 4.3.3 


Contribution of labour productivity to the growth of industrial output 
(Percentage shares) 


1976-1980 198] 1982 1983 1984 
Bulganiaaprne yee 78 3H 48 64 89 
Czechoslovakia . . . . 89 71 64 82 85 
German Democratic 
Republic. в ев 86 89 91 95 90 
lahbiyeiay G5 8 2 147 179 196 257 100 
Во ара: jaune 96 oe Le 102 111 
Romania. . . aA 61 19 ie 62 100 
Eastern Europe. 84 175 91 98 
SoviewUniony . a05) .0s 62 73 65 86 93 


Eastern Europe and the 
Soviet Union .. . 71 64 83 86 93 


Sources: As for table 4.3.2 


Note: Due to differences in coverage and methodologies applied, figures in this table may 
differ slightly from officially reported data. When industrial employment decreases in ab- 
solute terms, the proportion of output growth accounted for by rising labour productivity is 
more than 100 per cent ; 


178 Some of these measures were discussed in the Economic Survey of 
Europe in 1983, p. 146. ~ 
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productivity growth planned for that year suggest that industrial 
employment will grow only modestly and that labour productiv- 
ity growth will stabilize at around the 4 per cent rate already 
attained. As a result, the share of industrial output increases 
accounted for by labour productivity growth in the region as a 
whole will come close to 95 per cent. 


(iii) Material intensity of industrial production 


The efficiency of material input and particularly energy use is 
an important component of intensification policies. Indeed this 
element of factor productivity is of the utmost importance given 
continuing constraints of supplies of fuel, energy, raw and other 
materials. Greater efficiency in material input use (lower energy- 
and material-intensity of production) helps to make more 
economic use of scarce production factors. Reduction of the 
energy and material intensity of production is thus an important 
determinant of future industrial growth and explains the import- 
ance attached to this aspect of efficiency in both industrial policy 
and economic analysis. 


Indicators of primary energy resources are given in table 4.3.4. 
The close relationship between energy consumption and indus- 
trial growth was analysed in the previous edition of this publi- 
саноп.!7” In 1983, eastern Europe and the Soviet Union recorded 
arise of more than 2 per cent in primary energy production, with 
above average performance in Romania and the Soviet Union. In 
1984 it increased by 3 per cent, with a marked upturn in Bulgaria, 
the German Democratic Republic and the Soviet Union. The 
region as a whole is a net exporter of fuel and energy. However, 


179 Op. cit., p. 148. 
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increments in primary energy production will in future be lower 
than in the past due to higher extraction costs. Transport costs 
are also rising because of the greater distances between new 
deposits and the main consuming areas. Hence, energy and other 
material input savings per unit of output are to be higher than in 
the past. Progress in this respect will be decisive in achieving 
sustained industrial growth. 


TABLE 4.3.4 


Primary energy production 
(Average annual percentage change) 


1976- 
1980 1981 1982 1983 1984 
Вата ее Di AM 9.4 Na 3.9 
Czechoslovakia. т. 1.3 —0.5 1.1 1.5 1.1 
German Democratic 
Republic . ile? 3.6 3h? Ud И. 
Нора BO he ok 15) —0.3 3.9 —1.5 2.4 
1 ее Бак в И 2.0 —14.2 13.9 Ley 2.0 
Romania . ов 0.4 4.2 0.2 3.5 1.4 
Eastern Europe. . . . 1.4 —4.2 6.3 1.9 2.8 
Soviet Union . . . р 4.2 1.8 2.8 2..3 3.0 
Eastern Europe and the 
Soviet Union . . 3.6 0.6 3.4 22 3.0 
Source: CMEA statistical yearbooks, national yearbooks and plan fulfilment reports 


Note: Data on primary energy production calculated by the ECE secretariat in standard 
coal equivalent (coefficients vary across countries). Figures for 1984 based on national plan 
fulfilment reports and ECE estimates 
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The energy and material intensity of industrial production is 
excessive by international standards throughout the region. 
Some countries have adopted national programmes to promote 
the rational use of energy and other material resources. Systems 
of planning have been improved by applying consumption norms 
for the use of main material inputs. !80 


Analysis of progress in reducing the material intensity of 
industrial production faces a number of statistical and methodo- 
logical problems. Traditional comparisons of gross and net 
output changes, which roughly indicate changes in the overall 
efficiency of material input use, are not always consistent with 
data on reported economies in the use of selected commodities 
(mostly expressed in physical terms per unit of output). This 
inconsistency is caused partly by differences in data coverage, 
and partly by the fact that the volume of intermediate consump- 
tion (the difference between gross and net output) may be 
influenced not only by real variations in material inputs used but 
also by other factors such as changes in the degree of integration 
between enterprises and shifts in the structure of output. 


Nevertheless, the material intensity of industrial production, 
as reflected in changes in gross and net industrial output, 
improved in 1983—the latest year for which data are available—in 
Czechoslovakia, the German Democratic Republic, Poland and 
Romania. The highest material input savings were reported by 
Bulgaria and Hungary. The performance of the Soviet Union in 
1983 in this respect deteriorated markedly (table 4.3.5). 


Progress in 1984 can be judged only on the basis of the partial 
and not always comparable information reported by individual 
countries. In Bu/garia and Czechoslovakia the share of material 
inputs in the total value of industrial production decreased by 
almost | percentage point. Nevertheless, in Czechoslovakia the 
plan targets for material input saving were not fully im- 
plemented. The German Democratic Republic reported the best 
performance in this respect so far as can be assessed from a 
comparison of net and gross output (8 and 4 per cent respect- 
ively). The consumption of important fuel, energy, raw and other 
materials per unit of industrial output fell by 5 per cent. In 
Hungary some economies in material inputs per unit of output 
were reported at national level, but efficiency in energy use de- 
teriorated. In Poland only moderate results were reported, and 
the material intensity of industrial production is still judged ex- 
cessive. In Romania net output growth surpassed the growth of 
marketable output (8 and 7 per cent respectively) but plan targets 
were not met. In the Soviet Union the objectives for material 
input savings were reached. In general, the material intensity of 
industrial production in 1984 tended to fall, but progress in the 
majority of countries is judged as slow and inadequate. 


(iv) Industrial fixed assets and capital productivity 


Industrial fixed assets grew rapidly in the 1970s as a whole 
throughout the region, average annual rates ranging between 6 
per cent in Czechoslovakia and 12 per cent in Romania. In the 
second half of the decade, despite some deceleration in all coun- 
tries of the region except Czechoslovakia, high rates within a 
range of S per cent in the German Democratic Republic to 10 per 


180 The importance of norms and normatives in promoting higher ef- 


ficiency in the utilization of material inputs is stressed in the article by 
G. Ritzschke: “Zur Anwendung der Massstabe fiir die umfassende 
intensiv erweiterte Reproduktion in der Effektivitatsplanung” (On the 
application of measures for overall intensive reproduction in planning 
efficiency), Wirtschaftswissenschaft, No. 2, 1984. An overall assessment 
of measures taken to reduce the material intensity of production in the 
CMEA countries is given by I. Oleinik in his article “Opyt stran SEV у 
ekonomii materialnykh resursov” (Experience of the CMEA countries in 
savings of material resources), Voprosy ekonomiki, No. 5, 1984 
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TABLE 4.3.5 


Material intensity of industrial production 
(Average annual percentage change) 
ee eS ee eee 


Gross Net Implied material 
output output intensity 

Bulgaria 

1976-19802 ete ges 6.0 6.8 —0.8 

19S Tee Е tal ee 4.8 5.0 —0.2 

1982 ae ce ete 4.6 9.8 —4.7 

о о 3.9 8.5 —4.2 
Czechoslovakia® 

1976-1980. 35) 35) — 

ое — —0.1 0.1 

1982 ous oe MB ho hore Meals 0.4 —1.6 2.0 

19834 АЕ eo 73 1.6 0.7 
German Democratic 

Republic> 

1976-1980). м 5.0 5.0 — 

1981385) te eee 4.7 5.5 —0.8 

И Е re 92 35 —0.3 

ОЗ оао фонты. 4.1 5.4 —1.2 
Hungary? 

197 6 19. 3.4 4.0 —0.6 

о а ЗА 2.4 4.8 —2.3 

ПО ое ee DES 5.4 —2.8 

LOSSES ees ee 1.4 4.0 —2.5 
Poland 

CIC ее 4.7 2.6 2.0 

1981 . —10.8 —14.6 4.4 

1982 . ea ee —2.1 —4.5 2.5 

1983 eo re point ae sala 6.4 5.8 0.6 
Romania> 

6976-1980 eee 3 8.4 —1.0 

а в а 1.6 3.9 —2.2 

а я ЖРЕТ 1.3 1.8 —0.5 

ры есь ор 4.7 6.1 —1.3 
Soviet Union 

1976-1980 cea, eee 4.5 49 —0.4 

LOS eae oe т 3.4 325 —0.1 

сн ee 2.9 gee —0.3 

ОЗ АРА И 4.2 3.1 —1.1 


Sources: National statistics and CMEA statistical yearbooks. 
4Calculated from the ratio of gross output index to net output index. 


5 Based on national accounts statistics 


cent annually in Romania were maintained (table 4.3.6). In 1981- 
1983, country differences persisted. In Bulgaria and the German 
Democratic Republic industrial fixed assets growth accelerated, 
while in other countries they slowed down—markedly so in 
Hungary and Poland. Further deceleration will probably 
continue in the foreseeable future due to investment declines in 
recent years, and given the time lag between investment starts 
and the entry into service of new fixed assets (see also section 
4(11) below). 


High rates of growth of fixed assets were considered in the past 
to be a decisive factor in industrial growth, especially in periods 
of relatively abundant energy and other material inputs and fast 
employment growth. The marked slowdowns in the supply of 
fuel, energy, raw and other material input supplies and in indus- 
trial employment growth (see sub-sections (ii) and (iii) above) 
considerably modified the role previously attributed to fixed 
assets. Their quantitative growth was no longer adequate to 
sustain industrial growth, which began to depend more and more 
on the achievement of important qualitative changes in their 
composition. The importance of fixed assets in industrial expan- 
sion is now considered to be a function of the scientific and tech- 
nical progress which they incorporate. As noted earlier, debate 
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TABLE 4.3.6 


Industrial fixed assets and capital productivity growth 


. (Average annual percentage change) 


=_=” SS a а а и 


Industrial fixed assets 


й Industrial capital productivity® 
1976 1976- 
1980 1981 1982 1983 1980 1981 1982 1983 
Bulgaria 7.9 8.1 9.8 LS) — [08 — 3:0 — 47 33 
Czechoslovakia 6.1 6.7 52 4.9 0 
German Democratic Republic. 5,51 6.0 6.2 5.6 = 0.5 —12 5 —2;8 14 
Hungary . 75) 4.3 4.9 > = 5 
Poland . 8.5 3.4 2.4 2.8 ssh SI И 3.5 
Romania . 10.2 9 9 9.4 —06 —60 —77 —42 
Soviet Union es 7.0 6.9 6.9 РИ а И ed 


м— Ш 


Source: As for table 4.3.2, 
4Industrial gross output—fixed assets ratio. 


focuses on the degree to which they contribute to economies of 
such scarce production factors as labour and material inputs. 
Many countries have reported that progress in making the tran- 
sition to this “intensive” type of fixed assets is rather slow and 
that growth still follows the “extensive” path.'8! Certainly, econ- 
omic development so far has been accompanied by capital 
productivity declines. The growing importance of this topic has 
become apparent as economic research in this field intensifies. !82 


In 1983 the declines in capital productivity slowed down in all 
countries for which data are available (table 4.3.6). The improve- 
ment was predicted in the last edition of this publication.!83 In 
some countries this reflected a deceleration of industrial fixed 
assets growth in 1983 and marked upturns in industrial output 
growth (in Czechoslovakia and the German Democratic Repub- 
lic). In Romania and the Soviet Union, high rates of industrial 
fixed asset growth in 1983, though slightly lower than in 1976- 
1980, were accompanied by slower declines in capital productiv- 
ity; these were largely attributable to the sharp acceleration in 
gross industrial output growth. In Bulgaria a slowdown in indus- 
trial fixed assets growth contributed to a deceleration of the 
capital productivity decline. This may have continued in 1984 in 
line with improved output performance (sub-section (i) above), 
together with a probable further slowdown in industrial fixed 
asset growth. However, there is some evidence to assume that 
the rises in fixed assets themselves, and hence the capital produc- 
tivity decline noted above, may be overstated due to valuation 
problems. !*4 


An important component of measures to improve capital 
productivity is related to improving investment efficiency by 
allocating a larger share of expenditure to the reconstruction and 
modernization of fixed assets. Essentially this means raising the 
technical level of existing production facilities rather than con- 
structing new ones. In some countries, capacity utilization 


181 One Soviet author views the principal cause of low investment ef- 
ficiency and declining capital productivity as insufficient linkage between 
investment and scientific and technical progress. See V. I. Kushkin: 
“Razvitie proizvodstvennogo apparata i investitsionnye protsessy” (De- 
velopment of production and investment processes), EKO, No. 11, 1984, 
Davie 

182 Various authors have suggested that low fixed asset utilization rates 
and slow modernization are the main contributors to declining capital 
productivity. See V. Krasovskii and L. Fridman: “Fondootdacha: faktory 
rosta” (Capital productivity: factors of growth), Ekonomicheskaia gazeta, 
No. 38, 1984, p. 11. 

183 Economic Survey of Europe in 1983, p. 147. 


norms have been set. An increasing role for wage incentives is 
also foreseen—higher pay for second and third shift working, an 
extension of enterprises’ own financing of fixed capital forma- 
tion, etc. Incentives to encourage the faster retirement of obsol- 
ete equipment have also been proposed. 


(v) Industrial growth and foreign trade 


The interdependence of industrial growth and foreign trade 
has become more apparent in recent years, when world trade 
disturbances influenced the industrial performance of the east 
European countries. Foreign trade turnover rose at faster rates 
than industrial output in the 1970s (average annual rates of 7 and 
6 per cent respectively) in the region as a whole. Industrial 
expansion thus became more dependent on foreign trade than in 
the past. Input-output tables illustrate the high import-intensity 
of some industrial branches.!85 Similarly, the share of gross 
industrial output exported is also high in several branches. 


184 Some economists believe that the statistical time series on fixed 
assets changes do not reflect actual trend changes due to methods of 
calculating price changes (based on representative samples) and difficult- 
ies in properly evaluating new types of machines, equipment, buildings 
and structures. Attempts have been made to approximate the real 
changes in fixed assets by reported changes in capacities in physical units. 
However, this method cannot be considered satisfactory since it takes 
into account only capacities reported for a selection of product groups. 
Thus they refer to potential production only of key machinery and equip- 
ment within a given product range, rather than total fixed assets 
employed for the products within that range. There is some evidence to 
suggest that fixed assets changes, as reported in national statistics, are 
overestimated. Ifso, the extent of capital productivity declines would be 
less than reported. However, this hypothesis requires further research. 
See for example V. K. Fal’tsman: “Moshchnostnoi ekvivalent osnovnykh 
fondoy” (Capacity equivalent of fixed assets), Voprosy ekonomiki, No. 8, 
1980 and K. К. Valtukh: “Investitsionnii kompleks i intensifikatsi1a proiz- 
vodstva” (The investment complex and the intensification of produc- 
tion), EKO, No. 3, 1982, pp. 4-31. 

V. Krasovskii shows a discrepancy in the valuation of new fixed assets 
put into operation and old fixed assets. Moreover, worn-out equipment is 
often retained in service. Both factors contribute to the high published 
growth rates of the volume of fixed assets. See his article “Intensifikatsiia 
ekonomiki i fondoémkost’ proizvodstva” (Intensification of the economy 
and capital productivity), Voprosy ekonomiki, No. 5, 1984. 


185 For example in Czechoslovakia the share of imported material 
inputs in total intermediate consumption (excluding depreciation 
charges) reached 47 per cent in fuels, 34 per cent in non-ferrous metal- 
lurgy, 26 per cent in chemicals, 20 per cent in textiles and footwear, II per 
cent in engineering in 1977. (Statisticka rocenka CSSR 1980, Prague, 
SNTL, pp. 128-129). 
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Aggregate import volume data and industrial output indices also 
show a high degree of interdependence: 186 in 1976-1980, the 
import elasticity of industrial output growth was unity in eastern 
Europe and the Soviet Union combined. At the beginning of the 
1980s, elasticity coefficients declined sharply, especially in 1981. 
This was reflected in growing tightness in material input 
supplies, and imbalances between industrial supplier and user 
branches. They recovered again to almost | in 1982 and 1983. The 
years 1981-1982 can be considered exceptional because the east 
European countries had to adjust to markedly worse external 
conditions at the same time as reducing foreign indebtedness. 
This resulted in absolute declines in eastern Europe’s total 
import volumes in 1981 and 1982 (6 1/2 and 4 1/2 per cent respect- 
ively—see appendix table B.15). These developments contrib- 
uted to the slowdown of industrial growth noted in sub-section 
(i) above. However, the effects varied according to country. 
Drastic import cuts occurred in 1981 and 1982 in Poland and 
Romania, where the fall in industrial output growth was particu- 
larly marked. The steep decline in Polish industrial output and 
import levels was also connected with social and economic 
disturbances, but a gradual consolidation started in the second 
half of 1982. Of the seven countries, only Bulgaria and the Soviet 
Union succeeded in increasing import volumes in both 1981 and 
1982—perhaps one reason for their above-average industrial 
growth compared with the other countries of the region. 


The upswing in industrial growth in 1983 was accompanied by 
an import revival (4 per cent in volume terms) for the region as a 
whole. Import increases were significant in Bulgaria, the 
German Democratic Republic, Hungary and Poland. In 
Romania, absolute declines continued but at substantially lower 
rates. Import growth decelerated in the Soviet Union and 
Czechoslovakia. 


Available data for 1984 indicate further import growth. 
Marked increases were recorded in imports from the developed 
market economies, which had fallen for the six east European 
countries taken together in three consecutive years (1980-1982). 
A recovery began in the second half of 1983 and gathered pace in 
1984. The Soviet Union recorded a slowdown in the growth 
of imports from non-socialist countries. Increased imports 
throughout the region in 1983 and 1984 were generally concen- 
trated in the fuel, raw material and semi-manufacture categories. 
They are likely to have eased material input shortages and thus 
contributed to the upturn in industrial growth noted in both 
years (for a recent analysis of international trade, see chapter 5 
below). 


Industrial performance was influenced not only by imports but 
also by the changes in exports. Export promotion has a dual 
effect on industrial growth. First, it provides the resources to 
finance increased imports and to expand production in the rela- 
tively import-dependent branches. Second, it stimulates produc- 
tion growth in export-oriented branches. Since industrial goods 
predominate in the export structure of the centrally planned 
economies of eastern Europe and the Soviet Union there is also 
an important link between industrial output and export changes. 


A marked deceleration of the region’s export volumes at the 
beginning of the 1980s (from an annual average of almost 6 per 


186 The lack of fully adequate trade statistics make it difficult to se par- 
ate out imports of material inputs for industry (which is relevant for the 
analysis of the dependence of industrial growth on imports) from total 
import volumes. Datain CMEA statistical yearbooks show a very big and 
growing share of those commodity groups which constitute material 
inputs for industrial production (within a range of 50-70 per cent of total 
imports). The analysis is thus based on the assumption that changes in 
total import volumes do not differ strongly from changes in material 
input imports. 
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cent in 1976-1980 to only 2 per cent annually in 1980 and 1981) 
was reflected in a slowdown of industrial growth. The export 
revival in 1983 and 1984 contributed to the upswing in industrial _ 
output growth. The major part of the European centrally planned 
economies’ trade consists of intra-CMEA area trade, where 
growth in volume terms increased substantially in 1984. Of the 
factors influencing export potential, the most frequently stressed 
are: faster adjustment to changed external conditions, improve- 
ments in the quality and technical level of exports, increased 
specialization and faster changes in the structure of output for 
export. 


(vi) Industrial output performance by branch 


Industrial output structures have been affected by a range of 
factors on the supply as well as on the demand side. At the begin- 
ning of the 1980s, the structures of industrial output had to adapt 
to changed internal and external conditions, in particular to 
supply constraints of domestic and foreign origin and to slack 
demand for exports and for investment goods. The growing 
requirements of scientific and technical progress and foreign 
trade—particularly шна-СМЕА trade—were also important 
influences on the performance of individual branches. 


The increased momentum of industrial output growth in 1983 
and 1984 affected some branches more than others. Most of the 
increment in 1983 and 1984 was accounted for by rises in en- 
gineering production, metallurgy and chemicals. Shifts in the 
structure of output in 1983 and 1984 appear to have taken place on 
a bigger scale than in the earlier years of the 1980s. 


The growth of engineering and metal working accelerated in 
1983, and recorded the highest rates of any branch in all countries 
of the region except Hungary (table 4.3.7). For 1984, partial data 
indicate that this continued. The plans for 1985 confirm that 
engineering is given growth priority. Engineering and the 
electro-technical sub-branches produce equipment required for 
both technical innovation and consumer durables, demand for 
which is growing at high rates. Morever, increased intra-CMEA 
product specialization and co-operation to promote intensifi- 
cation affects the engineering branch in particular. The 39th 
session of the CMEA in October 198417 confirmed that the main 
elements of this strategy relate to electronics, comprehensive 
automation (including flexible automated production units), 
nuclear power, new types of materials and production tech- 
niques, robotics 188 and biotechnology. Efforts are being made to 
ensure that the quality of engineering products approaches world 
levels and to improve supplies of machinery components and 
spare parts. 


Metallurgy production recovered in 1983 in all the countries of 
the region except Hungary and Romania. Bulgaria and Poland 
recorded very high output increases. In the Soviet Union, metal- 
lurgy output rose by 4 per cent. For 1984 only a few data are avail- 
able but they indicate that metallurgical output expanded even 
more rapidly than planned in Czechoslovakia, Hungary and the 
Soviet Union. 


The chemical industry generally performed well in 1983. In 
Bulgaria, Czechoslovakia, Poland and the Soviet Union rates of 
growth were above the industrial average. Partial information 


187 


See Ekonomicheskaia gazeta, No. 46, November 1984. pp. 7-9. 


188 According to О. Rybakov the total number of robots in the CMEA 
countries is expected to reach 200,000 units in 1990. See his article 
“Dolgovremennaia strategiia uglubleniia sotsialisticheskoi ekonomi- 
cheskoi integratsii stran-chlenov SEV” (Long-term strategy of deepening 
the socialist economic integration of the CMEA countries), Planovoe 
khoziiaistvo, No. 8, 1984, p. 78. 
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confirms that this movement continued into 1984 in several 
countries. The expansion of the chemical industry has been 
based on product diversification and on adaptation of output to 
reflect the availability of petrochemical feed stocks. 


The expansion of fuel and energy in the region was strong, par- 
ticularly given the natural constraints on output growth. Primary 
energy production grew by 2 and 3 per cent in 1983 and 1984 
respectively. Industrial policy is, at the same time, directed 
towards lowering fuel and energy consumption per unit of 
output. These objectives have been enshrined for the CMEA 
countries as a whole in the long-term comprehensive programme 
for fuel, energy and raw materials, which was adopted at the 37th 
session of the CMEA held in October 1983. 


The light and food industries continued to improve supplies to 
domestic markets and foreign trade in 1984. The expansion of 
these branches was dependent on agricultural performance and 
on the availability of imported material inputs. The moderniz- 
ation of fixed assets in the consumer goods branches was 


frequently stressed in connection with output growth. Output 
performance of the light and food industries differs by country, 
but is generally below the average for the industry as a whole. 
Shortages of some consumer goods and quality problems were 
reported by some countries. A greater degree of international co- 
operation in these branches is expected to stimulate the quality 
and broaden the assortment of goods offered. 


Differences in the rates of growth of producer goods (“group 
A”) and consumer goods (“group B”) industries tended to narrow 
in 1983 (table 4.3.8). In Hungary and the Soviet Union, the 
growth of consumer goods was even higher than for producer 
goods. This tendency may well continue in future since demand 
for the output of the producer goods branches is likely to be con- 
strained most by economies in the use of material inputs which 
they produce. However, the structure of domestic output does 
not necessarily coincide in this respect with the structure of 
consumption. Some countries are sizeable exporters of food and 
other consumer goods, while importing in their place substantial 


TABLE 4.3.7 


Gross industrial output by major branches 


(Annual percentage change) 
ee ee ee ae eee 


Engineering 
Industry Electricity and metal Chemicals (onstruction Light Food 
total and heating Fuel Metallurgy working and rubber materials industry processing 
Bulgaria a 
1976-1980 . 6.0 75 6.9 9.4 8.9 8.4 4.0 4.1 
1981. 4.9 6.7 6.4 5 4.3 3.8 5.4 8.4 
1982 . 4.6 9.2 —1.4 oy) 6.4 Dh 3.6 4.1 
83а. a —4.2 6.7 6.0 5.9 4.6 2.6 И 
Czechoslovakia 
1976-1980 . 4.7 4.8 2.6 2.8 6.7 5.8 4.4 4.2 2.7] 
1981 . 4 Е —0.5 07 4.2 Li 1.8 Del Ns 
1982 . |0 is 15 —1.0 3:2 Al allel 7 —0.6 
1983 . 2.8 2.0 0.7 0.8 5.0 8:5 0.3 №5 2.6 
German Democratic Republic b 
1976-1980 . : 5.0 5.9 3.6 3.9 7.0 4.9 2.3 4.2 2.8 
1981 . 4.7 3.0 2.7 6.8 7.8 25 = 2.6 2.3 
1982. В:2 1:2 8.5 2.4 4.8 5.6 Sal 2.5 —0.4 
1983 . 4.1 5.1 2.4 3.0 5.1 3.0 val 4.6 3.6 
ary® 
lee : 3.4 6.0 0.6 1.6 3.3 6.5 4.3 2.1 3.4 
1981. 2.4 3.4 —2.8 —1.6 Swi) 3.1 0.2 3) 3.0 
1982 . 75) 129 Dei 1.5 4.4 1.9 1.0 —1.2 4.3 
1983 . 1.4 2.8 —2.1 = 1.2 1.4 2 1.0 US) 
d 
eee Г 4.7 5.4 5 У 7.0 4.3 |172 3.4 2.4 
1981 . —10.8 —6: | —12.7 —13.2 —]2.0 —11.4 —17.6 =10.1 —8.6 
1982 . —2.1 0.6 9.2 —7.1 —0,9 0.1 1.8 —7.1 п. 
1983 . 6.4 8.4 В 6.7 6.9 8.1 Sal 3.9 5.8 
Pesos 3 9.5 4.6 3.9 8.1 12.6 9.6 12.8 8.8 He 
1981. 2.6 4.] —1.3 3.6 Dee 3.9 —0.2 5.3 = Е 
1982 . 1.1 Sel —2.6 —1.0 3.5 1.4 2.0 2.4 ти 
1983 . 4.7 3.0 8.2 1.1 4.9 5.9 Dee. 4.2 >: 
о 4.5 Sal 3.0 1.9 8.2 5! 1.9 a on 
1981 . 3.4 р 1.9 0.5 5.9 5.9 1.9 i os 
1982 2.9 3.3 1.3 1.4 4.8 3.0 19 a — 
1983 | 4.2 2.6 1.9 329 6.3 5,5 4.8 1.0 5. 


Source: National statistics and CMEA statistical yearbooks 
4Excluding non-ferrous metallurgy 

b Excluding textiles. 

C Branch data refer to state and co-operative industry only 


Ч Excluding wood and paper. 
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volumes of producer goods. The methodology of measuring the 
producer and consumer goods components of industrial output 
may also play an important го[е.189 


(vii) Main policy objectives for 1985 


Intensification strategies laid down in the five-year plans for 
1981-1985 in all countries of the region and reiterated in their 
annual plans have not been fully implemented. Improvements 
can however be observed during the last two years. The plans for 
1985 have a twofold significance in this respect. First, they stress 
the need to retain and consolidate improvements already made 
and so contribute to the fulfilment of the five-year plans for the 
1981-1985 period. Secondly, 1985 is a transitional year between 
two five-year plans. Successful implementation of the plan 
targets will thus create a solid basis for the transition to a pre- 
dominantly intensive industrial growth which is expected to bea 
central feature of the five-year plans to 1990. 


Common features with regard to industrial policy, as 
contained in the plans for 1985, may be summarized as follows: 


— faster adjustment of industrial production to changing 
demand and supply, which is to be promoted by improved man- 
agement and planning, and by investment policies oriented 
towards the reconstruction and modernization of existing enter- 
prises rather than new starts; 


— continued promotion of export-oriented branches, notably 
in manufacturing (engineering, electro-technical industry, 
chemicals and light industry) is expected to improve their export 
performance; 


— improvements in the quality of industrial products rank 
among the main objectives of industrial policy and are closely 
linked with the two previously mentioned objectives; 


— reductions in fuel, energy, raw and other material inputs per 
unit of output at a faster rate than before are to offset continued 
shortages in these items; 


— labour productivity increases are to come very close to 
industrial-output growth due to limited labour supply. 


Among the means which are to lead to the fulfilment of the 
above objectives, scientific and technical progress is to bear the 
main burden. Co-operation between the CMEA countries on the 
basis of the guidelines agreed and the priorities set at the 


189 An industrial enterprise which produces both A and B group 
products is classified as belonging to group A or group B according to the 
predominant end-use of its output. 
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economic summit in June 1984 and at the 39th session of the 
CMEA in October 1984 is to work to the same end. 


These common elements are emphasized to a differing degree 
in different countries. Bulgaria recorded the most stable and also 
the highest rates of industrial growth in the region in the course 
of the current five-year plan. The targeted 5 per cent increase in 
industrial output for 1984 was almost reached and the plan for 
1985 retains the same objective. Priorities established in pre- 
vious annual plans are unchanged, and fast growth is expected in 
the engineering, electronics, automation technique and micro- 
processor branches. Total engineering output is to rise by almost 
12 per cent and branches contributing to technical progress by 
even more. In the energy sector, electricity generation is to 
increase by a little less than the industrial average, but a consider- 
able rise is envisaged for coal production. Chemical production 
is expected to grow by more than 6 per cent and light industry by 
slightly less than the industrial average. 


Industrial policy stresses unit cost reduction, and special stress 
is also laid on product quality.!% The national party conference 
in Sofia in March 1984,!9! was devoted entirely to the attainment 
of quality improvements. Several measures were taken to modify 
the management and planning system, notably with regard to 
incentive systems (profit is henceforth to be the main criterion 
for evaluating enterprise performance), management responsi- 
bilities, labour organisation and discipline. A comprehensive 
long-term programme of quality improvement was adopted. 


In Czechoslovakia the plan for 1985 envisages 3 per cent indus- 
trial growth, slightly less than in 1984. Efforts to reduce material 
inputs per unit of output suggest that the rise in net output may 
be higher. 


Engineering is expected to occupy the key position in Czecho- 
slovak industrial development, its output rising twice as fast as 
the industry average. The most dynamic branch however is the 
electrotechnical industry, where output is planned to rise by 10 
percent. The priority accorded to selected engineering and elec- 
trotechnical branches is incorporated in special “state target- 
oriented programmes”, where production is to rise by 14 percent. 
Wood-processing and chemicals are to grow by slightly more and 
light industry by slightly less than the industrial average. Neither 


190 A national programme for the intensive exploitation of energy and 
raw materials and quality improvement was examined in the article by 
T. Bozhinov, Deputy Premier and Minister of Energy and Raw Material 
Management, “Tsialosten podkhod” (A comprehensive approach) in 
Rabotnichesko delo, 16 May 1984. 


191 Rabotnichesko delo, 23 March 1984. 


TABLE 4.3.8 


Producer and consumer goods in total industrial output 
(Percentage shares) 
—<—_————_— НЕА НЕ И 


Producer goods 


Consumer goods 


1981 


1982 1980 


65.2 


Bulgaria 

Czechoslovakia 68.2 68.1 
German Democratic Republic. 66.4 66.5 
Hungary . 64.5 63.7 
Poland . 63.7 62.5 
Romania . 74.3 73.1 
Soviet Union 73.8 13a 


61.4 61.9 38.6 38.1 
68.2 68.4 31.8 Se 31.8 31.6 
66.7 66.8 33.6 33.5 33.3 33.2 
63.4 63.0 555 36.3 36.6 37.0 
63.0 63.2 36.3 Shs 37.0 36.8 
76.3 76.4 257 26.9 23.7 23.6 
75.1 74.9 26.2 26.3 24.9 2551 


Source: Statisticheskii ezhegodnik stran-chlenov SEV 1984,(CMEA Statistical Yearbook 1984) Moscow, 1984, p. 58 


metallurgy nor primary energy consumption are expected to rise 
above the 1984 level, and energy savings per unit of industrial 
output are to accelerate. The structure of energy consumption 
will shift towards gas and nuclear energy, while the share of coal 
and oil is to decrease. Nuclear electricity generation is planned to 
rise to more than 13 per cent of total electricity production. 


Persistent shortfalls in efficiency growth,!%2 despite improve- 
ments recorded in the course of the last two years, have stimul- 
ated further measures to accelerate scientific and technical 
progress. The improved system of management and planning, 
already outlined by government 4есгее, 193 will be introduced in 
1986—at the beginning of the eighth five-year plan covering 1986- 
1990. 


The German Democratic Republic has obtained impressive 
results in implementing intensification policies since 1980. 
Energy, raw and other material inputs consumed per unit of 
output fell at an average annual rate of almost 6 per cent in 1981- 
1984. Primary energy consumption has scarcely risen since 1980, 
yet relatively high rates of industrial growth (about 4 per cent 
annually) were maintained up to 1984. The 1985 plan in this 
respect is again very demanding, calling for substantially higher 
growth of net industrial output compared with marketable 
production (the targeted output increases are 8 and 4 per cent 
respectively). Production costs in industry are to decrease by 
almost 3 per cent. 


Emphasis is placed on the electrical engineering and electron- 
ics branches and on the manufacture of robots. Rapid expansion 
of production in these branches, as well as machine tools and 
metal-working machinery, reflect efforts to boost the share of 
high-technology products suitable for export. Thus, electronics 
and electrical engineering output is to rise twice as fast as 
industry as a whole. Above-average growth rates are also en- 
visaged for machine tools and metal-working machinery and for 
general and agricultural engineering and vehicles. Chemical 
production is scheduled to grow by about the same as total 
industry, but the share of highly refined products will rise. 
Energy and material-intensive branches such as coal, energy and 
metallurgy are expected to grow slightly slowly, and light 
industry slightly faster than the industrial average. 


The central feature of intensification strategy in the German 
Democratic Republic is material input savings, but quality 
improvements are also stressed. The plan expects that one third 
of the yearly output of the combines will consist of new products, 
while the output of high-quality goods will rise by 20 per cent. 


Hungary envisages a 3 per cent increase of gross industrial 
output in 1985—the same as in 1984. The basic aim of industrial 
policy is to speed up technological progress and raise the com- 
petitivity of industrial products on world markets. Rapid growth 
of microelectronics, computers, robots and telecommunications 
will contribute to this end. The pharmaceutical, as well as the 
aluminium and vehicles industries, are also given high growth 
priority. Structural change is to accelerate in line with changing 
demand and will be promoted by further economic reform. 
Central macro-economic management will be improved by 


192“The present state of scientific and technical development and 
innovation activity does not fully meet our requirements. The destina- 
tion of produced goods is not always in line with plan. Beside this, there 
are problems in investment and foreign trade.” Speech of L. Strougal, 
Czechoslovak Prime Minister at the 39th Session of the CMEA in 
Havana, Rudé pravo, 30 October 1984, р. 6. 

193 Published as the supplement to Hospoda/ské noviny, No. 42 and 43, 
1984. 


enlarging the role and scope of economic regulators which are to 
be applied uniformly in all enterprises. At the enterprise level the 
board of directors or—in small firms—the director himself will be 
elected by the employees. These are considered the basic con- 
ditions on the management and planning side for ensuring the 
“renewal” of Hungarian industry. 


Fuel and energy savings are another priority policy objective. 
Coal extraction is planned at about the same level as in preceding 
years. Coal and electricity output lag behind industrial needs, 
and Hungary has worked out a long-term programme for fuel and 
energy production and savings. Energy consumption is expected 
to increase by a maximum of] per cent a year. Electricity gener- 
ated at the Paks nuclear power station is henceforth expected to 
play an important role in the Hungarian energy balance. 


Export promotion is one of the basic objectives of Hungarian 
industrial policy. Export deliveries are to grow by 5-6 per cent. 
This concerns mainly the engineering, chemical and light indus- 
tries for which both production and exports are to grow faster 
than the industrial average. 


The 1985 planned industrial target for Poland is 4 to 4 1/2 per 
cent. Taking into account the somewhat higher industrial output 
rises in 1983 and 1984, the fulfilment of the three-year national 
socio-economic plan for 1983-1985 seems attainable. 


Industrial policy for 1985 sets the following priorities: 


— fuel, energy and other material input savings should acceler- 
ate, yielding a 3 percentage point decrease per unit of industrial 
output; 


— the targeted rise in industrial output should be met exclus- 
ively by labour productivity growth ; 


— the expansion of export-oriented branches is to be pro- 
moted—notably the engineering and electro-technical branches; 


— the supply and quality of consumer goods, especially non- 
food items, is to be improved; 


— the expected higher-than-average growth for chemicals, 
light industry and electrical engineering should lead to more 
balanced growth, notably by reducing the share of the metallur- 
gical, food, fuel and energy branches in total output. 


The attainment of the 1984 industrial output targets of 
Romania (nearly 7 per cent) was a big improvement on perform- 
ance in 1981 and 1982, when output growth was very low by 
historical standards. The rate of increase accelerated in 1983 
and the upturn is expected to continue into 1985. The plan’s am- 
bitious 7 1/2 per cent target is to be ensured by a more 
pronounced change in output structures and by accelerated 
product innovation. Almost half of manufacturing output is to 
consist of new and updated products. 


A central feature of the plan is the drive to achieve significant 
savings in material inputs. Net and gross industrial output 
growth targets are 13 1/2 and7 1/2 percent respectively. A new 
standardization bill was adopted to encourage lower fuel, energy, 
raw and other material input consumption by setting consump- 
tion norms and improving product quality. A central council for 
standardization, norm-setting and quality was set up. 


A long-term programme of output quality improvement was 
adopted. This is designed to ensure that the share of technically 
high-quality products in total industrial output will increase 
substantially.!%4 


The engineering and chemical branches are selected for fastest 


growth. In the energy sector, the 1985 plan provides for the 


194 See Revista Economica, No. 16-17, 20 and 27 April 1984. 
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extraction of 64 million tons of coal, 12.6 million tons of oil and 
33 cum of natural gas. The first two represent increases of 45 and 
10 per cent respectively, though natural gas output is not ex- 
pected to rise above the 1983 level. Electricity generation in 1985 
will rise at the same rate as total industrial output and metallurgy 
(steel) by somewhat more. Industrial policy also aims at improy- 
ing supplies of consumer goods, mainly food for domestic 
consumption. 


The plan for 1985 presupposes marked improvements in effi- 
ciency indicators. Industrial labour productivity is expected to 
intensification of industrial production and improved technical 
levels and output quality.!95 Gross industrial output is to grow by 
almost 4 per cent, slightly above the average annual rate of the 
preceding four years but slower than in 1983 and 1984. Above- 
average growth rates are foreseen for engineering, chemicals, and 
consumer goods. 


Engineering is seen as playing the decisive role in retooling the 
national economy and in accelerating scientific and technical 
progress. The faster introduction of electronics and automation 
equipment and industrial robots is envisaged. !% 


The expansion of the fuel and energy branches is to continue. 
Coal and oil production are scheduled to grow less than the 
industry-wide average rate. Gas and electricity generation are to 
increase by 8 and 4 per cent respectively and nuclear electricity is 
to increase its share in energy output, as provided for in the long- 
term energy programme up to the year 2000.!97 Fuel and energy 


195K. Chernenko, former Head of State of USSR and the Secretary- 
General of the CPSU, stated that the intensification process on the basis 
of scientific and technical progress and improvement of the forms and 
methods of socialist economic management is dictated not only by a 
shortage of resources, but by the necessity to attain a qualitatively new 
level of the national economy. Kommunist, No. 18, December 1984. 


196 The output of industrial robots will rise by 14 per cent to 14,300 
units. 


197 See Economic Survey of Europe in 1983, р. 149. 
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export objectives highlight the importance of energy savings. 
Special emphasis is laid on savings of motor fuel. Primary energy 
consumption is planned to increase at a lower rate than in 
previous years. 


In metallurgy, structural change in favour of high-quality 
metals and the size and specification range of rolled products is to 
be promoted. Savings of metal are to be accelerated (engineering 
is expected to reduce consumption of ferrous metals per unit of 
output by almost 4 per cent). | 


In the consumer goods branches, attention is concentrated оп 
quality improvement and broadening the assortment. Consumer 
goods production is to grow slightly faster than the production of 
producer goods. 


The plan for 1985 presupposes marked improvements in effici- 
ency indicators. Industrial labour productivity is expected to 
increase by almost 4 per cent, and the contribution of labour 
productivity to total industrial growth is expected to reach 95 per 
cent—the highest ever attained. Two nation-wide programmes 
for reducing manual labour are being drawn up. The first is 
designed to reduce the share of manual labour in all sectors of the 
economy, while the second is directed to improving mechaniz- 
ation and automation in loading, hoisting, transport and storage. 
Growing attention is devoted to the material intensity of indus- 
trial production. The production costs 198 of industrial output are 
to decline by almost 1 рег cent, which is substantially more than 
achieved in previous years. 


198The value of industrial enterprises’ current outlays on industrial 
output; includes the value of intermediate consumption (fuel, energy, 
raw and other material inputs), depreciation of fixed assets, and wages. 
Decreases in production costs are calculated in relation to marketable 
industrial production. 


4.4 INVESTMENT 


/ 


The first sub-section summarizes developments in investment 
in 1981-1985. Policies during the current five-year plan period as 
they have developed since 1976-1980, and progress in the intensi- 
fication of the investment sector in response to changed internal 
and external conditions are outlined in sub-section (ii). Sub- 
section (iii) focuses on performance in the construction sector. 
In sub-section (iv), changes in the structure of investment within 
the total economy, the material sphere and industry are pre- 
sented, and their relationship to changes in output structure are 
discussed. In conclusion, sub-section (v) examines present 
investment levels relative to long-term trends for each country, 
and the synchronization of investment fluctuations between the 
various countries of the region. 


(i) Investment outcomes, 1981-1984 


Gross fixed capital formation т 1981-1984 followed the path of 
reduced growth foreseen in the medium-term plans for the 
current five years. Slow or declining growth, especially in eastern 
Europe in 1981-1982, was followed by some recovery in the last 
two years. Investment, which developed at widely different rates 
in individual countries, rose by 2 1/2 per cent in the region in 
1984-well down on the increases recorded in 1983 (table 4.4.1 and 
chart 4.4.1). It also grew slightly below the rate indicated by an 
aggregation of the seven countries’ plan targets for the year. 


Most of this shortfall in 1984 resulted from below-plan per- 
formance in the Soviet Union, where investment growth was 
much less than half the 1983 outcome and only just over half the 
plan target. Eastern Europe’s investment, in contrast, rose twice 
as fast as in 1983 and well above the modest objective retained for 
1984. 


Even within eastern Europe performance was mixed. Most of 
the increase resulted from a considerable and above-plan jump in 
Polish investment. This brought Polish investment to about two 
thirds its level in the last “normal” year of 1978. It was also 20 per 
cent below its already reduced 1980 total. Investment growth was 
also high in Romania, sharply reinforcing the upturn which 
began in 1983. But while investment was buoyant in these two 
countries in 1984, and indeed more than expectedly so if the 
outcomes are compared with the modest objectives for the year, 
scarcely any growth took place in the other four countries of 
eastern Europe. In Czechoslovakia, the small rise was slightly 
higher than planned. In Hungary a further decline, though less 
than the reduction planned, continued a record of falling invest- 
ment unbroken since 1980. In Bulgaria and the German Demo- 
cratic Republic, planned rises of about 4 per cent were followed 
by little or no growth at all. 


This patchy performance had one common feature: the invest- 
ment ratio (ratio of gross fixed capital formation to NMP 
produced) continued to fall in all countries but one (table 4.4.2). 
The exception was Poland, where a5 percentage point decline in 
the ratio compared with 1976-1980, which had reduced it to the 
lowest in the region in 1983, was reversed in 1984. In most coun- 
tries the investment ratio remained, as in 1981-1983, below the 
level implied by the five-year plans. Exceptions are Bulgaria, 
Czechoslovakia and the Soviet Union, where investment growth 
has either been higher than planned or has fallen below targets by 
less than NMP. The investment costs of growth, as measured by 
the incremental investment-output ratio (IIOR—the investment 
ratio divided by NMP growth) has declined substantially from 
the high levels recorded in some countries in the late 1970s and 


TABLE 4.4.1 


Gross fixed capital 


formation, 1976-1985 


(Annual percentage changes) ® 


1976- 1981- 
1980 1981 1982 1983 1984 1985 1985 
Bulgaria 4.1 10.5 3.6 0.7 —* 6.15 0.9 
Czechoslovakia A NAGS 4.1 —4.6 —2.3 0.6 Зы 2 —1.7 
German Democratic Republic. 4.7 2.8 —5.1 — —* —* 0.7 
Hungary . 3.8 4.3 1.6 9:7 (6-7) 1.1 = 
Poland . —0.4 —22.4 —12.1 9.4 8 — о 
Romania . 9.7 —7.1 —3.1 Wes) 6.1 8.3 4.4 
Total eastern Europe 4.1 —7.2 4.4 1.9 9.5 3.4 1.4¢ 
Soviet Union 99 3.8 9.5 920 2 3.4 1.6 
Total eastern Europe | 
and the Soviet Union . 4.0 0.4 ja! 4.7 2.4 3.4 |5 


$$ 


Source: National statistics, plan documents and plan fulfilment reports 


Note: Data for Bulgaria and the German Democratic Republic are at 1980 prices, for Czechoslovakia at 1977 prices, for Hungary and 
Romania at 1981 prices, for Poland at 1982 prices, and for the Soviet Union at (assumed) 1976 prices. These prices bases are adhered to inall 


following tables except where otherwise stated 


а Both actual and planned figures for five-year periods shown are geometrical average rates based on the final year of the previous 
five-year period. Hence they differ from those shown in table 4.1.4 and in appendix table B.8. Where five-year plan targets were not 
broken down for individual years, investment growth over 1981-1985 was calculated by assuming constant annual rates over the period 


bAt current prices 


CExcluding Poland. 
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CHART 4.4.1. 


Changes in level of NMP, gross fixed capital formation, and investment ratio 
(Indices 1973-1977 = 100) 
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TABLE 4.4.2 


Investment ratios and incremental investment-output ratios (IIORs) 


Fore Plan 
3 1976- . 
1980 1981 1982 1983 1984 1985 ей 
Investment ratios 
Bulgaria , 35.4 35.7 35.4 34.6 33.1 33.8 Slee 
Czechoslovakia. PE 33.7 31.6 30.8 30.3 29.8 29.6 29.4 
German Democratic Republic . 30.7 28.6 26.4 25.3 24.0 23.0 258 
Hungary B72 337 323 31.0 28.2 Dien 33.2 
Poland . 30.7 24.8 Dy Al 23.8 24.5 237 A 
Romania . 41.1 Rhy) 36.9 36.4 35.9 35.3 39.9 
Soviet Union 30.3 29.9 29.7 30.2 29.9 29.6 28.4 
ITORs> 
Bulgaria 5 el 8.4 11.5 We) 8.2 8.4 
Czechoslovakia. 43-4 8.6 —284 131 1235) 9.9 9.9 WLS) 
German Democratic Republic . US 5.9 10.2 5:7 4.4 5.2 5.2 
Hungary 9.9 13.4 Iya) 103 9.7 10.9 11.4 
Poland . 10.1 —2.1 —4.2 4.0 4.9 7-3 0 
Romania . 49 18.8 oe) 9.4 4.7 85) 5.6 
Soviet Union 6.4 9.1 7.4 ed, 9.9 6.6 8.8 


Source: As for table 4.4.1. 


4Gross fixed capital formation as a percentage of NMP produced. 


bInvestment ratio divided by annual rates of growth of NMP (based on geometrical average rates of growth of NMP over five-year 


periods). 


early 1980s. By 1984, it was below the level implied by the five- 
year targets in all countries but the Soviet Union. 


The common objective in the five-year plans of all countries of 
the region was to reduce the rate of growth of investment and 
investment ratios. This was achieved, and in most countries 
more than achieved, in 1981-1984 as a whole. The objective 
reflected first and foremost the need to shift resources away from 
domestic uses and in favour of improving the foreign balances. 
The degree to which this affected investment depended on the 
severity of constraints affecting individual countries—both 
internal resource and production, factor availabilities—and 
external factors such as debt repayment and servicing commit- 
ments, changing export competitivity, changes in fuel and raw 
material import prices etc. (see sub-section (ii) below). The 
Soviet Union’s limited degree of dependence on foreign trade, its 
manageable level of indebtedness relative to export earnings, and 
above all its position as a fuel and raw material exporter, gave it 
more room for manoeuvre than the other countries of the region. 
In contrast, Poland, following a sustained period of overcommit- 
ment of internal and, especially, of foreign financial resources to 
investment in the mid-1970s, was the country where investment 
cutbacks were the biggest. 


As will be argued in sub-section (ii) below, the need for far- 
reaching adjustment in response to domestic and past foreign 
trade imbalances now calls for a vigorous policy of structural 
change in all countries. The fact that resources were not freely 
available in 1981-1984 to increase investment for this purpose 
thus imposed new imperatives. The first was to ensure that the 
more restricted quantity of investment funds was used to the best 
possible advantage. The second was to concentrate investment 
on the re-equipment of the economy with labour- and other 
resource-saving technology, and on the reduction of the invest- 
ment and capital costs of growth. These objectives continue to 
enjoy prominence in the annual plans for 1985 in all countries. 


As shown in sub-section (v) below, investment growth is 
running well below the trend of performance in 1950-1980. There 


has also been a decline in the underlying trend of investment 
ratios, which represents a very marked break in the long-term 
trend. The general decline in these ratios points up a continuing 
feature of overall resource allocation policy since the late years of 
the 1970s and of the five-year plan targets themselves: the priority 
accorded to maintaining the share of current consumption in an 
already slower-growing total of resources available for domestic 
use. 


Changes in the relationship between actual and planned NMP 
growth and actual and planned investment suggest that the 
resumption of higher and stable investment increments in the 
near future will depend on an upturn in overall output growth. 
Actual performance relative to the NMP and investment targets 
for recent years laid down in the five-year plans for 1981-1985 is 
consistent with the hypothesis that investment is currently seen 
to some extent as a residual, for allocation after a certain quantity 
of resources has been set aside for the reduction of trade debts 
and to finance “social and personal” (i.e. government and private) 
consumption. Thus the share of investment in total demand 
tends to increase where growth performance exceeds plans, and 
to decline when growth is lower than planned. For 1981-1984, 
two countries (Bulgaria and the Soviet Union) overfulfilled or 
came very close to fulfilling the five-year targets for NMP, and 
investment plans were overfulfilled by 11 and 5 per cent respect- 
ively. In the same four years, NMP shortfalls ranging from 2-9 
per cent occurred in four of the remaining five countries for 
which five-year plan data are available. In three of these four 
countries, investment targets were underfulfilled by between 3 
and 18 percent. Czechoslovakia was a partial exception in that its 
investments have fallen only fractionally below target, whereas 
its NMP fell somewhat below the mid-point of its planned range. 


Investment prospects for 1985 can be set against a background 
of improving growth performance in eastern Europe as a whole. 
Yet mixed performance by country suggests that conditions fora 
resumption of stable investment growth have not yet been fully 
achieved. In the Soviet Union, growth of NMP in 1981-1984 was 
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affected by a series of poor harvests and reinforced by lower 
prices for fuel exports in the last 18 months. Thus more real 
resources are being diverted to maintaining the surplus on 
external trade. Nevertheless, both eastern Europe and the Soviet 
Union plan on a further acceleration of output growth in 1985. 
The aggregated 1985 plan targets indicate expectations of 3 1/2 
per cent investment growth in the six east European countries as 
well as in the Soviet Union and hence for the region as a whole. 
But in four countries, investment targets are in the 0-2 per cent 
range. Bulgaria and Romania expect more buoyant rises, but part 
of the Bulgarian increment probably includes a price element— 
the published target is based on value data. 


A degree of flexibility appears to be built into the targets, 
however. For the region as a whole, the above-plan investment 
performance of 1984 reflected above-plan NMP performance. 
Since, as noted in a preceding paragraph, planning strategy 
appears to be to allocate a high share of any above-plan resource 
increase to investment purposes, investment growth outcomes 
for 1985 may vary substantially from the targets. Good perform- 
ance in 1985 could lay the foundations for a resumption of 
investment growth more closely in line with, or exceeding, 
output growth. Most countries have now completed the some- 
times drastic balance of payments readjustments which became 
necessary after the late 1970s. There should now be more room 
to mobilize growth resources, and hence to reverse the invest- 
ment slowdown of recent years. As discussed in sub-section (iii) 
below, this is now a pressing need given the effects of the slow- 
down on the age structure of fixed assets at a time when faster 
structural adjustment is needed to consolidate future output and 
export prospects. 


(ii) Investment policies, 1976-1985 


In this sub-section, investment policies during the current and 
previous five-year plan periods are examined. It first summarizes 
the build-up of internal and external constraints on economic 
development as they have affected overall resource availabilities 
and, second, examines progress in the intensification of the 
investment process. 


During the 1970s, the emphasis of planning policy changed 
from the objective of growth based largely on the deployment 
of increasing quantities of factor inputs to a much more cost- 
conscious effort to combine growth with a reduction in the unit 
costs of production (the “intensification” policy). While this 
policy was not new, the pressures to implement it became acute 
in the second half of the 1970s as unfavourable internal and 
external pressures converged. In fact, the investment sector has 
carried a particularly heavy burden of the readjustment efforts to 
which these pressures gave rise. 


(a) Changes in overall economic conditions were far from 
uniform in all the seven countries of the region. Even where 
conditions were similar in several countries, they did not affect 
all of them in the same way or to the same extent. This was true 
with regard to both internal and external events. But sufficient 
common elements exist to account for a similarity of general 
policy approaches as well as some of their specific features. For 
instance, the exhaustion of easily accessible fuel and raw ma- 
terials in the western part of the Soviet Union has entailed more 
costly development of resources in Siberia and the Far East. The 
cost and price of the Soviet Union’s own fuel and raw materials 
thus parallels the higher import cost of these items experienced 
in the east European countries. Difficulties have been ex- 
perienced by almost all the countries concerned in competing on 
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world export markets for manufactures.'% These difficulties 
were connected with the assortment of goods available for export 
and also with their quality and design. Additionally, certain 
shortcomings in the supply of goods for domestic consumption, 
notably food but also some other consumer goods, have been 
recognized and are now the object of both national and intra- 
CMEA initiatives. 


Whatever their cause, internal and external constraints have 
entailed for all the countries concerned, with the exception of the 
German Democratic Republic, a period of historically low and 
below-trend rates of output growth. The need to divert resources 
to the foreign balance either to service debt or to offset terms of 
trade losses, or both, has superimposed on this an even slower 
growth of resources available for domestic use. Under these 
circumstances, the choice has been made to maintain levels of 
government and private consumption to the extent possible at 
the expense of investment. Even in Poland, consumption as a 
whole has declined by less than accumulation. This policy has 
acted not only directly on investment allocations, but also in- 
directly through sharp cuts in the growth rates, and, in several 
countries, in the levels of investment goods imports. As reported 
in previous editions of this publication, the slowdown in such 
imports from outside the CMEA area was much bigger than the 
slowdown in investments.2% Since this class of imports was 
undertaken in the first place as one means of improving access to 
modern technology, its sharp contraction probably postponed 
developments in this direction relative to planners’ longer-term 
expectations. 


Given the choice to maintain government and private 
consumption levels, a central dilemmma remains for the bodies 
currently engaged in the preparation of the five-year plans for the 
period 1986-1990—and one already experienced during the prep- 
aration of the five-year plan for the current period. All the con- 
straints on growth, however they differ and whatever their impact 
on any one country, require for their removal changes in the 
structure of output and foreign trade. The dilemma, therefore, is 
this: how to achieve the pressing need for structural change in 
final output—changes in the assortment of goods produced at the 
quality and in the quantities necessary to meet current and future 
levels of foreign and domestic demand—at a time when slower 
growth in the availability of domestic production factors, higher 
production costs, current foreign debt repayment and servicing 
commitments and export constraints are limiting the expansion 
of investment expenditures. Improvement in the various and 
important input-saving provisions of the “intensification” poli- 
cies is currently being pursued throughout the region. But this 
alone cannot solve structural problems. Slower output and 
resource growth experienced in the current five-year plan period 
have themselves impeded structural adjustment. In particular, a 
vigorous policy of structural change cannot easily be carried 
through with stagnant or even declining investment levels. 


(6) In the present climate of slower resource growth, the in- 
tensification of the investment process—a prominent feature of 
economic policies since the late 1960s—can be viewed as a policy 
option with the dual role of making a virtue out of necessity. 
Investment activity is unique in that it is not only itself subject to 
the requirements of the intensification process: it is also the 
prime mover in ensuring that decisions to improve production 
efficiency in other spheres are transmitted rapidly via adequate 
supplies of new machinery and equipment. This has particular 
importance with regard to cutting the current excessively high 


199 See Economic Bulletin for Europe, vol. 35, No, 4. Pergamon Press for 
the United Nations, December 1983, pp. 441-500. 


200 See Economic Survey for Europe in 1982, table 316122. 221 
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levels of fuel and other material inputs per unit of output. Thus, 
the intensification of the investment process, especially under 
conditions of below-plan and below-trend investment, is a 
precondition of success in the intensification of other sectors. It 
also offers, for a while at least, a way of offsetting the quantitative 
reduction in investment resources. 


The central feature of the intensification of investment activity 
itself is the need to cut gestation periods and hence improve the 
speed with which up-to-date equipment is brought into oper- 
ation. Success in the medium term can actually raise the in- 
crement of capital stock, irrespective of fluctuations in current 
investment performance. It is thus a top priority objective at the 
present time. It involves the co-ordination of a complex of opera- 
tions to ensure that construction work is carried out ina timely 
manner and that operations are not impeded by shortages of 
building materials or by late delivery of machinery and equip- 
ment. The process stretches back therefore to the activity and 
efficiency of the construction sector itself, and further to invest- 
ment goods manufacturers and importers. 


The slowdown in investment growth itself should, by relieving 
pressure on the enterprises responsible for construction activity, 
have contributed to improvements in the investment process in 
recent years. One of the basic indicators of lead times is the 
change in the ratio between the annual value of fixed capital 
brought into operation and of investment (table 4.4.3). In almost all 
countries this ratio improved by between | and 9 percentage 
points between 1976-1980 and 1981-1983. The exception is 
Poland, where it fell between the two sub-periods by 5 percentage 
points. In Czechoslovakia, relatively slow progress since 1980 
has not yet returned the ratio to the levels of the early 1970s. 
Much of the improvement in the other countries during the 
current five-year plan period can probably be attributed to reduc- 
tions in starts due to the slowdown in the growth of investment 
(investment is the denominator of the ratio). However, since the 
ratio for the whole economy and for most individual sectors 
rarely exceeds 100 per cent, it is clear that the stock of unfinished 
investment continues to rise—even if at slower rates. The failure 
to reduce the investment backlog is not easy to explain, given the 
investment cutback and the high priority given to this objective in 
economic policy statements and plan directives.20! 


Reductions in the stock of unfinished construction can be 
achieved in two ways: by restricting new starts on one hand, and 
by hastening the completion of existing projects on the other. A 
generally recognised though indirect indicator of progress in 
either respect is the change in the share of machinery and equip- 
ment, as distinct from construction, in total investment expendi- 
tures (table 4.4.4). The importance of this indicator is that it 
provides an indirect measure of the success of policies to concen- 
trate resources on finishing projects in hand. The final stage of 
the investment process is machinery- and equipment-intensive, 
whereas the initial stage of a new project is construction- 
intensive. The importance attached to this indicator arises from 
the fact that machinery is also considered as the “active compo- 
nent” of investment, the key element in increasing output capac- 
ity. 

In fact only Bulgaria, and to a much smaller extent the German 
Democratic Republic, show increases in the share of machinery 

201A possible explanation is suggested by a Hungarian economist: 
«curbing investments may also mean simply expending lesser sums on 
them, without actually reducing (or even increasing) new starts and thus 
adding to commitments. This leads to a deconcentration of projects, 
even more projects are launched but are carried on more sluggishly 
Gestation times lengthen and the tied up stock measured in unit years 
may increase indeed very sharply.” A. Brody: “About Investment Cycles 
and their Attenuation”, Acta Oeconomica, Volume 31 (1-2), Budapest, 
1984, p. 44. 


TABLE 4.4.3 


Fixed capital brought into operation 


(Per cent of gross fixed capital formation) 
ee anne Обе oe 


Total Total Total 
economy Industry economy Industry economy Industry 


German 
Democratic 
Bulgaria® Czechoslovakia Republic 
1976-1980 . 90.1 83.8 94.2 93.9 92.5 89.9 
1980. 88.3 95.1 97.4 94.7 94.1 92.5 
1981. 87.3 78.1 96.9 99.1 93.8 90.7 
1982. 94.7 96.7 ЭТ. 90.5 105.9 105.9 
1983 . 92.8 87.2 92 97.8 90.3 78.4 
Hungary Poland Romania 
1976-1980. 89.1 84.2 83.9 83.1 83.7 81.4 
1980. 94.1 87.4 81.4 76.6 88.4 80.8 
1981. 94.0 90.7 89.8 78.9 89.4 85.6 
1982. 92.1 84.4 Ae) 70.0 93.7 95.6 
1983 . 102.3 106.2 81.8 085 96.7 96.4 
Soviet Union 
1976-1980 . 93.0 90.0 
1980. 98.7 99.9 
1981. 95.6 92.7 
1982. 97.0 95.5 
1983. 97.3 94.4 


Source ; National statistics. 


а Current prices. 


and equipment in total investment between 1976-1980 and 1981- 
1983. In Czechoslovakia, Hungary and Romania, changes have 
been positive but small, or even negative, and the indicator fell 
very sharply in Poland. In the Soviet Union—where investment 
growth was highest in the region—performance with respect to 
this indicator in 1983 was roughly in line with the annual pro- 
vision of the five-year plan for that year, though a subsequent 
upward revision seems not to have been attained. The fact that 
this indicator moved only slowly, and in some cases not at all, in 
the direction required provides further indirect evidence either 
that the number of new project starts may have been higher, or 
more probably, the number of completions smaller, than orig- 
inally expected during the current five-year plan period. The 
former would perhaps be surprising, given the small increases 
and sometimes declines in investment levels recorded in eastern 
Europe. The problem probably lies in difficulties in completing 
existing projects. In many cases, slow progress may reflect short- 
ages of investment goods—and in particular of the machinery 
and equipment needed for installation in existing and in new 
plant. 


Output of the engineering industries continued to grow more 
rapidly than investment in machinery and equipment since 
1980—as throughout the 1970s. However, since the engineering 
industry produces many products other than investment goods, 
this relationship is inconclusive. What can be demonstrated is 
that the supply of imported investment goods, particularly from 
the industrialized market economies, has been cut back in the 
east European countries by considerably more than investment 
itself. Since imported goods are by definition not easily substi- 
tutable, and may also be key components of a particular installa- 
tion, the cutbacks in imports mentioned may have had dispropor- 
tionate effects in delaying the completion of projects. In the 
Soviet Union the situation is somewhat different: investment 
goods imports from the OECD area were restrained—and in 
volume terms reduced—for several years after the peak of 1978. 
However, it has partly compensated this by imports of invest- 
ment goods from the east European countries in recent years. 
Moreover, imports of investment goods from the OECD ara 
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TABLE 4.4.4 


Gross fixed capital formation: selected indicators 
(Annual percentage changes and per cent of total) 


Е Nentees О Ses cea Se TS eS Se 


Bulgaria 

Machinery and equipment investment 
— per cent of total 

Engineering output . и 

Machinery and equipment про 
— Нот OECD агеаЪ 

Construction investment. 


Czechoslovakia 

Machinery and equipment investment 
— per cent of total 

Engineering output . 

Machinery and equipment Pore 
— from OECD area? 

Construction investment. 


German Democratic Republic 

Machinery and equipment investment 
— per cent of total 

Engineering output . Е 

Machinery and equipment imports 
— from OECD area> 

Construction investment . 


Hungary 

Machinery and equipment investment 
— per cent of total 

Engineering output . cdots 

Machinery and equipment ВНЕ 
— from OECD area> 

Construction investment. 


Poland 

Machinery and equipment investment 
— per cent of total 

Engineering output . 

Machinery and equipment о 
— Нот OECD area? 

Construction investment. 


Romania 

Machinery and equipment investment 
— per cent of total 

Engineering output . 

Machinery and equipment ports 
— from OECD area> 

Construction investment. 


Soviet Union 

Machinery and equipment investment 
— per cent of total 

Engineering output . 

Machinery and equipment eerie 
— from OECD area> 

Construction investment. 


1976- 
1980 1980 1981 1982 1983 1984 


1.5 6.9 20.8 7.6 0.8 
325 30.6 33.5 34.8 34.8 se 
oA Df) Tips 8.2 9.4 9.8 
6.4 ies 13.9 11.4 10.2 3 
—4.8 34.2 AT Ti ЕАДЬ 3.9 


5.3 8.2 5.6 #7 0.8 


5.9 И — Ihe) OF @ 92016 
43.5 44.9 43.1 44.4 44.2 cf: 
6.7 46 | 43 3.2 5.0 6.5 
11.7 80—01 4.5 9.8 С 
6.0 Р-Я И 
ike о О acetiet Ais; 0.6 
3.0 0.6 TY Sars 5.9 
47.0 47.0 49.0 47.1 49.9 


6.9 7.6 7.6 4.9 5.6 


12.6 39 10.5 59 0.9 
Oye) 3 IRI Nis 15.2 
3.9 = All Alii Se: 

Stu SSN 4.2 9.9 0.3 

42.9 40.1 41.4 43.9 43.4 
bull Sits 5.8 4.6 ila 

SEO SB ahs 1.6 172 

3 Я 5-42 521.8 

Sail —82 945—904 2.4 

IN 522.9 52067 6.1 

36.8 36.8 36.6 30.5 29.6 
6.9 12109 6.9 
Hil SO 1201 =e 

—6.2 SA Seek ake 1.6 

PE) AGS IN IPH 852 10.8 
11.6 i Saline SE 

45.3 47.2 45.7 43.2 42.08 
12.6 10.1 22 35 5.5 
ПИ =! а 15.8 
4.8 259 50.2 46.4 40.5 
6.1 Ой AS 8.8 8.94 


6.5 92 5.1 4.7 6.8 


36.2 38.0 38.5 38.9 39:3 ane 
8.2 6.2 55 4.8 6.3 7.0 
13.4 4.7 5.6 22.0 ВИЗ 
В 12.7 >18 29.5 4.2 


1.8 0.6 3.0 29) 5.0 


Source; National statistics; OECD technology transfer data base 


Note: Figures Гог 1976-1980 are average annual compound growth rates 


4Current prices, national currencies 


5 Current dollar prices, investment goods only (see UN Broad Economic Classification) plus large diameter steel pipes, structural 


parts and railway track components. 
©Current prices, transferable roubles 


9 Constant prices. 


also rose very sharply in value (by nearly 30 per cent) in 1982 and 


also increased in 1983 (though they declined again in the first half 


of 1984). 


(iii) Recent developments in the construction sector 


The construction sector remains a key component of the 
investment process. Since it has not been examined in detail in 


this publication for some years, its performance in 1981-1983 
relative to the five-year plan period 1976-1980 is summarized in 
the following paragraphs. 


Notwithstanding efforts to reduce the construction compo- 
nent of investment, it still accounts for about half, and in some 
countries a much higher share, of investment expenditures. The 
sector's main performance indicators are shown in table 4.4.5. 


Bulgaria 

Gross output . 

Net output? . ‘ 

Labour productivity ® р 

Capital productivity Е 

Fixed assets change per unit thease 
in labour productivity . 

Output of construction materials. 


Czechoslovakia 

Gross output? . 

Net output? . na 

Labour productivity® . 

Capital productivity 

Fixed assets change per unit bhange 
in labour productivity . 

Output of construction materials. 


German Democratic Republic 

Gross output? . 

Net output? . . 

Labour productivity® 

Capital productivity 

Fixed assets change per unit chance 
in labour productivity . 

Output of construction materials. 


Hungary 

Gross output? . 

Net output? . 

Labour ее: 

Capital productivity‘ 

Fixed assets change per unit change 
in labour productivity . 

Output of construction materials. 


Poland 

Gross output? . 

Net output? . 

Labour и 

Capital productivity* 

Fixed assets change per unit chances 
in labour productivity . 

Output of construction materials. 


Romania 

Gross output? . 

Net output? . 

Labour Sedductivity® 

Capital productivity © ею 

Fixed assets change per unit change 
in labour productivity . 

Output of construction materials. 


Soviet Union 

Gross output . 

Net output? . 

Labour spoductivity® 

Capital productivity 

Fixed assets change per unit chante 
change in labour productivity . 

Output of construction materials. 


ии 6 


Source : National statistics 
4National accounts definition 
bNet output per worker. 


CNet output per unit of fixed assets. 
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The construction sector 


(Annual percentage change) 
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Output has clearly been affected by slower overall and invest- 
ment growth. Its share of net material product has fallen in all 
countries of the region since 1980. Its labour force and its share 
of material sphere fixed assets, in contrast with developments 
between 1975 and 1980, have also declined. The data on labour 
and capital productivity in the construction sector however show 
better performance than the material sphere total from 1980 to 
1983. Though actual increases in labour productivity decelerated 
in some countries—but by less than for the material sphere as a 
whole—they actually speeded up in others. Construction was 
virtually the only sector where this occurred. Capital productiv- 
ity continued to decline between 1980 and 1983, but at much 
slower rates than in the late 1970s in all countries. 


By 1983 the sector accounted for about 9 per cent of the labour 
force in the material sphere, but somewhat more than this in 
Czechoslovakia and the Soviet Union (12-13 per cent).?°? In all 
countries but Bulgaria, the share of construction in the total 
material sphere labour force declined and in all but the Soviet 
Union it fell in absolute terms over the same period. Ina majority 
of countries this represented a strong reinforcement of a decel- 
erating growth trend already apparent in 1975-1980. 


The construction work force is still underendowed with fixed 
capital relative to other sectors. Its share of fixed assets amounts 
to between 2 and 6 per cent of the material sphere total. Labour 
productivity levels are somewhat below the average for the total 
of material sphere activity in most, but not all countries. The 
improvement in labour productivity in 1980-1983 compared with 
other sectors, as distinct from its slow growth relative to other 
sectors in 1976-1980, owed a great deal to reductions in the work 
force already noted. It may also owe something to the fact that 
construction’s share of investment had risen in the latter half of 
the 1970s and available fixed assets also increased at fast га{ез.203 
However, this was accompanied by a much faster capital pro- 
ductivity decline than for the material sphere asa whole. The rise 
in fixed assets per unit growth of labour productivity was thus 
also very high relative to other sectors in all countries during the 
second half of the 1970s. Construction’s share of material sphere 
investment expenditures also declined in 1980-1983. Asa result 
of this and of labour shedding, the fixed asset “cost” of labour 
productivity increases slowed down very considerably in most 
countries—it even declined in some—in 1981-1983, and in this 
respect it outperformed virtually all other material sphere activi- 
ties. 


The fact that labour productivity gains have tended to be very 
costly in terms of increases in fixed assets in the construction 
sector, which was the case not only in 1976-1980 but also earlier in 
1971-1975, suggests two possibilities. The first is that productiv- 
ity levels in the sector cannot be raised simply by improving the 
admittedly low /eve/ of capital intensity per worker. The recent 
fall in construction employment in most countries mentioned 
above strongly suggests that there has been a substantial level of 
overmanning in this sector and that the redeployment of labour 
away from it has benefited its performance more than has 
increasing the industry’s capital stocks. A range of other factors 
contributed to the poor labour productivity growth performance 


202 This is due in large part to the exclusion of passenger transport from 
the material sphere in these two countries, which tends to inflate the 
shares of all other material sphere sectors relative to the other five coun- 
tries. 

203 Fixed assets per construction employee in 1975-1980 rose by 8.3, 
6.9, 7.1, 12.3, 12.5, 13.1 and 8.1 per cent annually in Bulgaria, Czecho- 
slovakia, the German Democratic Republic, Hungary, Poland, Romania 
and the Soviet Union respectively, whereas they rose for the material 
sphere as a whole by 8.1, 5.8, 4.9, 6.5, 7.4, 10.0 and 6.3 percent respectively 
in the same period. 
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throughout the 1970s, such as material supply shortages, prob- 
lems arising from management of the sites affected, short- 
comings in planning and preparatory work. The slowdown in the 
demand for construction work has probably eased problems of 
this kind, though a comparison of building materials output and 
changes in the construction sector’s output suggest that some 
tightness in supply persists in Romania and the Soviet Union. 


(iv) Sectoral and industrial branch investment allocations 


Changes in the allocation of investment between end-users 
have been noticeable since 1975, and, especially, since the late 
1970s. This is not apparent in some countries at the level of main 
sectors of the economy, but even in those countries there has 
been considerable variation within industry (tables 4.4.6 and 
4.4.7). 


(a) Between the first half of the 1970s and the early 1980s, the 
share of the material sphere in total investment stayed fairly stable 
in most countries. The exceptions are Czechoslovakia where it 
rose sharply, and Poland where it fell even more sharply. In 
Czechoslovakia, a big share of the shift in resources to the ma- 
terial sphere was taken up by the construction sector up to 1980. 
In Poland, the shift away from the material sphere occurred at the 
expense of industry—the only country of the region where this 
happened. In all other countries, investment allocations within 
the material sphere were dominated quantitatively by industry, 
which accounted for between 45 and 70 per cent of the material 
sphere total throughout the period since 1970.2 In most coun- 
tries, industry’s share also remained fairly stable. The exceptions 
are Bulgaria and the German Democratic Republic, where the 
sector’s share of the material sphere allocations rose very sharply, 
and Poland where, as mentioned, its share fell. 


The movements in these three countries reflected changes in 
the share of agriculture—the second biggest sectoral investor in 
all countries of the region. While agriculture’s share remained 
constant in most countries, it fell in Bulgaria and the German 
Democratic Republic. In Poland, it rose considerably over the 
period. 


The other sector to register noticeable change was construc- 
tion. In most countries its share rose in the second half of the 
1970s, but fell back in 1980-1983. The exceptions were Bulgaria, 
where its share did not rise until 1981-1983, the German Demo- 
cratic Republic where its share fell steadily, and the Soviet Union 
where its share remained constant throughout. 


If the special circumstances prevailing in Poland are excluded, 
the relative stability of overall investment patterns in most coun- 
tries brings out two features of the economies of the region. 
First, among the more developed economies, only the German 
Democratic Republic has been able to direct resources con- 
tinuously away from agriculture to consolidate its industrial 
investment. The same is true of Bulgaria among the less devel- 
oped economies of the region. The need to maintain the share of 
agricultural investment at levels no less than 20-30 per cent of 
total allocations to the material sphere appears to be a major 
constraint on industrial development in other countries of the 
region—and especially in Poland. It is this element which is also 


204 Tn 1983, industry’s share of tofa/ investment (i.e. including the non- 
material sphere) in the seven countries was as follows (in per cent): 
Bulgaria 43, Czechoslovakia 41, the German Democratic Republic 58, 
Hungary 31, Poland 28, Romania 49, and the Soviet Union 35. However, 
these shares are affected inter alia by price policies. It is unlikely for 
instance that industry would account for such a low share of investment 
in the Soviet Union, or for such a high share in Bulgaria and Romania, if 
common pricing criteria were applied in all countries. 
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TABLE 4.4.6 


Gross fixed investment by sector in 1975, 1980 and 1983 
ee (Percentage shares) 


у 


—_ я 


1971-1975 1976-1980 1981-1983 
Bulgaria 
Material sphere = 100 
— Industry A koe. area 55.4 56.4 60.2 
= Commer 5 6 обо 5 = 4.6 3.8 4.0 
— Agriculture . : 20.5 18.1 14.9 
— Transport and ОР Se 16.5 15.8 
aa rad ее Ще в све 3 © 4.1 4.6 4.5 
Other бе 2 ие Bx 0.2 0.6 0.7 
Total economy = 100 
— Non-material sphere 27.6 27.8 28.2 
Czechoslovakia 
Material sphere = 100 
— Industry oe ae ee 58.0 58.4 58.3 
ОЕ ste me ae 6.2 7.9 9.6 
— Agriculture . 18.4 7 18.8 
— Transport and Оп 9.4 9.1 7.6 
мата е ео о Saas = а TES) 6.5 5:9 
aeOthere . = & ое Ac 0.4 0.5 03 
Total economy = 100 
— Non-material sphere 37.8 Во 31.7 
German Democratic Republic 
Material sphere = 100 
— Industry we ee 64.2 65.3 2 
SSC ONSUMCTION fe. 5 ae. © 35 4.2 2.3 
— Agriculture . 15.3 13.4 12.0 
— Transport and communications 11.4 3 9.9 
SRE TAGGRCLGs;, 2 ва. . AP. 4.4 4.6 3.2 
=—wOther & .. с а. 12 i 0.8 
Total economy = 100 
— Non-material sphere 20.6 21.9 21.9 
Hungary 
Material sphere = 100 
— Industry ee М 44.6 47.7 45.5 
О а оо 6 a = = 3.2 Sf 2.4 
— Agriculture . 21.9 18.9 20.1 
— Transport and communications ies 16.6 16.5 
Еее rae) shy Se APs 5.5 Sei 6.6 
Оше se sc By nee 7.4 7.4 8.8 
Total economy = 100 
— Non-material sphere 29.4 27.9 РЭ 
Poland 
Material sphere = 100 
— Industry a; $2.1 49.7 44.3 
ооо о в ое оо ye) 6.5 BS) 
— Agriculture . erat Oe 22a 24.6 30.0 
— Transport and communications 13.1 11.5 10.1 
—elrade ее ое 9:3 РА ай 
Е о ое 2.8 5.0 8.5 
Total economy = 100 
— Non-material sphere 26.8 28.5 35.0 
Romania 
Material sphere = 100 
— Industry itor eee 59.4 59.6 59.1 
О оо ss 2 4.8 7.0 4.5 
— Agriculture . 18.7 17.0 19.6 
— Transport and eommunications [223 12.9 14.0 
— Trade etc. \ 47 5 28 
— Other | Sek бов hci ike: 
Total economy = 100 
— Non-material sphere 19.9 18.9 Nghe? 
Soviet Union 
Material sphere = 100 
— Industry ON ee Е 48.3 47.6 47.9 
=" @Opsthuctiony = a we е 5.9 5.4 aye) 
27.8 Pipes) 26.4 


— Agriculture . 


TABLE 4.4.6 (continued) 
en ee inne nt Sa eee lee EP ee ИНЕНЫ 


1971-1975 1976-1980 — 1981-1983 
Soviet Union (continued) 
— Transport and communications@ 15.0 16.1 16.5 
— Trade etc. 
OnE: Sal Wiel ia toes crus ia 3.6 3.4 3.8 
Total economy = 100 
— Non-material sphere 27.7 25.8 25.9 


Ш 
Source : National statistics, 


4Unlike other countries, passenger transport and communications are included in the 
non-material sphere by Czechoslovakia and the Soviet Union. 


conditioning the stable, and in some countries even the declin- 
ing, share of the non-material sphere in total investment. As 
noted in section 4.6, there are objective reasons why allocations 
to the non-material sphere should increase faster than the aver- 
age for the economy as a whole. Such an increment was discern- 
ible, apart from the special case of Poland, only in Bulgaria and 
the German Democratic Republic—precisely the two countries 
where agriculture’s share of investment has fallen. 


(b) These considerations are noteworthy given movements 
within industrial investment over the same period. Such changes 
have been characterized for the region as a whole by very large 
shifts in allocations towards the fuel and, to a lesser extent, the 
energy branches. Both—especially energy—are highly capital- 
intensive relative to output. Gross output per unit of fixed assets 
currently ranges between 20-35 per cent of the all-industry aver- 
age for energy and between 30 and 70-80 per cent for fuel. By 
1983, only Bulgaria and the German Democratic Republic allo- 
cated less than 30 per cent of their total industrial investment to 
the combined fuel-energy branches. The other five countries 
allocated between 32 and 40 per cent, compared with a range for 
these five of 23-28 per cent in 1971-1975, and 25-30 per cent in 
1976-1980. 


It was noted in a previous edition of this publication that up to 
1979: “For the area as a whole, there is little sign of a major 
sustained resource transfer into fuels and energy in recent 
years” .205 In fact, the shift did not occur until 1980 or later in most 
countries, but its suddenness clearly compounded the effects of 
its size. 


It is noteworthy that both Bulgaria and the German Demo- 
cratic Republic are again exceptions to the general trend of 
investment in the region, though for different reasons. Bulgaria 
benefits as far as fuel is concerned from its closeness to the Soviet 
Union—the main supplier of the region’s oil and gas. The case of 
the German Democratic Republic is different. It took decisions 
in the 1960s to restrain the growth of its dependence on imported 
fuels in favour of developing lignite production. Both countries 
have thus succeeded in shielding their industry and investment 
patterns from the sudden readjustments which had to be under- 
taken in the other countries of the region in the late 1970s and 
afterwards. The German Democratic Republic has also carried 
through vigorous fuel and energy conservation measures, and 
indeed devotes a substantial part of its investment effort to this 
purpose.2%% 


205 Economic Survey of Europe in 1979, p. 194. 

206 For 1984 the German Democratic Republic, which has achieved a 
particularly high concentration of resources on such measures, 
announced that 57 per cent of its industrial investment was devoted to 
rationalization of existing production. Neues Deutschland, 19/20 January 
1985, p. 4. 


136 Eastern Europe and the Soviet Union 


TABLE 4.4.7 
Industrial gross fixed investment by branch in 1975, 1980 and 1983 


(Per cent of total industrial investment) 


cla «i la a ia Ac SS I a tc. aaa A AD AAI AL PEED 


Construction Wood, Other 
Energy Fuel Metallurgy Engineering Chemicals materials paper Textiles Ива Food Other Total 

a se ae re ne: | a ee ee eee 
Bulgaria , 

1975. - 1322 6.0 4.2 20.1 13.2 7.9 4.7 5.8 230) 125 8.5 100.0 

1980 . 13.8 9.5 6.3 26.3 9.4 8.3 3:5 2.0 1.4 8.2 UA 100.0 

1983 . 13.6 1s 6.0 36.2 8.5 4.0 3.4 1.9 1.4 5.8 11.5 100.0 
Czechoslovakia 

1975. 14.1 9.2 8.6 PAB 9.1 6.0 5:3 4.3 3.8 oh 10.6 100.0 

1980 . 15.3 12.8 9.1 22.4 6.4 4.3 8.4 3.6 3:5 7.0 7.1 100.0 

1983. 15.4 16.6 8.4 27 6.8 Bel! 5.4 2.6 3.6 22 9.2 100.0 
German Democratic Republic 

1975 . 24.4 5.9 22] 16.6 4.2 4.1 8.9 79 5.5 100.0 

1980. 22.8 10.7 250 18.1 3.6 2.9 6.1 5.4 525 100.0 

1983 . 22.9 12.0 26.1 17.3 pe, 2.6 6.7 5.4 4.7 100.0 
Hungary 

О во 14.1 10.6 6.5 16.5 20.2 6.6 4.0 4.4 3.5 12.5 ПЕ 100.0 

1980 19.7 14.1 12.0 17.3 3 4.9 15 2.4 3.1 12.4 1.2 100.0 

1983 21.6 16.7 8.3 159 15.3 55] 3.0 2.2 2.4 10.1 0 100.0 
Poland 

1975 8.0 12.3 16.6 24.2 9.1 6.6 4.6 4.7 2.4 11.2 0.4 100.0 

1980 6 22.0 10.9 22.4 9.5 2.9 3.5 2.4 2.2 8.7 0.3 100.0 

1983 16.5 21.0 Sy р 10.2 3.1 Зы 2 3a 12.2 OF 100.0 
Romania 

1975 = 14.2 14.4 14.1 18.6 14.6 4.6 5.0 Shes} 17 6.7 2.9 100.0 

1980 . 11.0 13.4 14.1 28.4 13.9 4.2 3.0 3.9 1.4 4.5 22 100.0 

1983. 20.2 19.8 10.6 19.9 11.4 2.1 3.9 2.0 1.0 Toe 2.0 100.0 
Soviet Union 

1975. 9.2 18.6 6.5 25.1 9.6 4.4 4.6 2.8 Ls ee: 10.8 100.0 

1980 . 9:5 23:1 5.9 25.0 8.4 4.0 3.8 3.0 0.8 6.5 10.1 100.0 

1983 . 8.6 26.3 6.1 24.8 7.6 3.7 S65 2.8* Ox 6.1 9.9 100.0 


боигсе: National statistics. 


а]п the Soviet Union other light industry covers clothing, leather, footwear and furs only. In the other countries, it also includes printing (except Bulgaria), glass and ceramics plus, in 


the German Democratic Republic, wood and paper. 
> Current prices. 
€Includes mining of all kinds. 


In the other five countries, the effects of such a large shift of 
resources have been felt mainly by the textile, light and food 
industry branches, and also in some countries by the chemical 
industry. In general, it has had the least influence on engineer- 
ing. So far, no country but Poland has registered declining levels 
of investment in this branch. But the engineering branch has also 
suffered, and only in Bulgaria and the German Democratic 
Republic has the previous long-term trend increase in its share of 
industrial investment continued. This is likely to have important 
consequences for the future since the engineering branch is the 
main supplier of technology, via investment goods, to other 
branches. Its performance is thus a vital element in plans for the 
intensification of investment and of the economy as a whole. 


(c) In this part of the sub-section, an attempt is made to assess 
developments in the rate of structural change in investment by 
country and over time. 


Structural change indices, in the form of “similarity indices” 
measuring the degree of difference in the structure of invest- 
ment, were first calculated (table 4.4.8).2°7 This approach has its 
limits since it summarizes movements between main sectors and 
branches only, whereas structural change may also have taken 
place at sub-branch levels. Bearing this in mind, the rates of 


change presented indicate that the pace of structural change as a 
whole accelerated over the successive sub-periods reviewed: 
1970-1975, 1975-1980 and 1980-1983. This was so for the material 
sphere as a whole, and also for industry. The fastest rates of 
change were recorded in Bulgarian and Romanian industry, and 


207 Structural change means the change over time in the percentage 
share of individual sectors relative to the material sphere total, and in 
individual industrial branches relative to the total for industry. The index 
of structural change (similarity index) is not an index in the usual sense of 
the word. It is calculated as half the sum of changes (irrespective of sign) 
in shares of all sectors or branches between a base year and subsequent 
years, Viz. 


0.5 >» | Чар | 


where aj,, а», are percentage shares of sector or branch / in total (i.e. 
material sphere or industry) in year n and in the base year о, respectively. 
The index for each year was first calculated relative to the year 1970 and 
showed a generally uninterrupted trend away from the structural pattern 
in that year. Average rates of change for sub-periods shown in table 4.4.8 
were calculated between the final year of the sub-period and the final year 
of the preceding sub-period. See also Economic Survey of Europe in 1980, 
p. 189 and footnote. 
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in the Polish material sphere. The slowest rates were recorded 
for the material spheres of Hungary and the Soviet Union. In 
Bulgaria, and to some extent in Hungary, the degree of change 
was probably affected by the often substantial year-to-year 
changes which are associated with the effects of a few large 
projects in the smaller economies of the region. This “lumpi- 
ness” is a characteristic of Bulgarian investment patterns, but 
may affect in principle the reliability of the index between two 
individual years in any country, and in the smaller countries of 
eastern Europe in particular. 


TABLE 4.4.8 


Structural change in investment, 1970-1983 
(Average annual percentage change) 
re к ое мя 


Material sphere Industry 

1970- 1975 1980 1970- — 1975- — 1980- 

1975 1980 1983 1975 1980 1983 

Во ама 2 = - ey ita 3 1.6 3.4 3.4 

Czechoslovakia . . 0.8 1.4 1.5 1.8 2.0 25 
German Democratic 

Republic. . 9... 0.6 eS 2.0 2 1.8 1.55 

Hupeary 2.25. 2) 6 1.3 0.9 1.7> 2.3 Зз 4.05 

Во es ee №5 №5 3.0 2.6 ВЫ, 2.7 

еее ею 0.7 0.7 eS 12 р 6.8 

Soviet Union . .. 0.7 0.2 0.5 1.0 1.0 1.6> 


Source : ECE secretariat calculations based on national statistics. 


Note : Based on a 6-sector (5 in Romania and the Soviet Union) breakdown for the ma- 
terial sphere, and an 11-branch breakdown (10 in the German Democratic Republic) for 
industry. 


а Average annual change in the similarity index between years indicated. 
b 1980-1982. 


In contrast with investment, structural change in output as 
measured by the same technique shows evidence of a deceler- 
ation between 1970-1975 and 1975-1980, and between 1980-1983 
and the latter period, except in Poland (industry) and Hungary 
(both industry and the material sphere). Output patterns do not 
depend, in the short run at least, exclusively on changes in invest- 
ment: factors both external and internal can also play a role. 
Capacity utilization rates may change due to supply shortages, 
and the pattern of potential output itself can change as a result of 
differences in the rate of retirement of fixed assets between 
sectors or branches. Material sphere output patterns may be 
determined largely by agricultural output fluctuations. Short- 
ages of inputs, which affect some sectors and branches more 
than others, have also made contributions to structural change in 
most east European countries in 1981-1983—notably in those 
countries where NMP or industrial growth decelerated to low 
rates or where actual declines in output took place.?% 


(d) Some attempts were made to establish the timing of struc- 
tural change in output relative to investment by running re- 
gressions of changes in the share of individual sectors and 
branches in total material sphere and industrial output respect- 
ively, against changes in sector and branch shares of investment. 
No significant results were obtained. This probably reflects 
differences in sectoral and branch gestation periods—which can 
vary from a relatively short time in some to several years in others 
where very large complex installations are required (energy, 
chemicals). There is thus no direct evidence of why sector/ 


208 Declining NMP levels were recorded in Czechoslovakia in 1981, 
Hungary in 1980 and Poland in 1979-1982 inclusive, while industrial 
production levels declined in Czechoslovakia in 1981 and 1982, Hungary 
in 1980 and Poland in 1980-1982 inclusive. 
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branch shifts in investment have been accompanied by a decel- 
eration in the rate of change in the structure of output. 


In industry in particular, the shift to the capital-intensive fuel 
and energy branches might be expected a priori to have contrib- 
uted to this slowdown. This is not, however borne out by the 
facts. In the short term, and ceteris paribus (i.e. assuming no 
change in capacity utilization rates, labour force deployment and 
policy towards enterprise closures, etc.), the main contributor to 
changes in output structures in the short term is the structure of 
fixed assets. These are of course ultimately affected by changes 
in the structure of investment but only after a lag. The contribu- 
tion of changes in the structure of fixed assets relative to growth 
has not in fact been very large in most countries of the region 
during 1970-1983 as a whole, particularly in industry. Five coun- 
tries (excluding the German Democratic Republic and Romania) 
publish fixed asset data by industrial branch. Secretariat calcula- 
tions suggest that over the sub-periods 1970-1975, 1975-1980 and 
1980-1983 the effect of changes in the structure of fixed assets on 
the growth of industrial output was rather small. This compo- 
nent, small but positive in all countries at the beginning of the 
1970s, generally exerted a downward influence on growth in 
1980-1983, but it was still only small.20 


The slowdown in the pace of structural change in output 
mentioned earlier suggests that adjustment policies, which have 
been vigorous at the level of investment—or at least industrial 
investment—are not fully effective in terms of final results. As 
already mentioned, the effect of lags between investment and 
fixed asset structural changes presupposes that the pace of struc- 
tural change in output will be slower over a given period than the 
pace of structural change in investment. What is surprising is 
that, whereas the latter is accelerating, the former has slowed 
down. This suggests two possibilities, which are not mutually 
exclusive: first, that the ceteris paribus assumption above be 
discarded, and due weight given to the differing degree to which 
different types of industrial activity have been affected first by 
supply constraints and hence variations in capacity utilization 
rates. Such effects are likely to have been substantial in the 1980- 
1983 period of slow output growth and large scale internal and 
external adjustment. They cannot however be quantified. The 
second possibility is that for various reasons the structure of fixed 
assets has not responded as fast as it should to changes in the 
structure of investment expenditures. It can be argued that one 
reason for this is that the rate of retirement of obsolete equip- 
ment has slowed down. This may be connected with efforts by 
enterprises to maintain productive capacity, in the absence of 
adequate investment, by extending the life of existing fixed 
assets , i.e. by cutting retirement rates (table 4.4.9). In other 
words, the share of certain output lines, though not being en- 
couraged by new investment, is not falling as rapidly as it should. 


Retirement rates tend to be low in the region. Only in Bulgaria 
do they rise much above 2 per cent, whereas rates in the other 
countries vary around 1-2 рег cent.?!° They have risen only in 
Bulgaria (industry) and in Hungary (material sphere and 


209 The data on which this statement is based, not tabulated here, are 
part of longer-term research being carried out by the ECE secretariat. 


210 According to a recent Soviet publication, the norms for fixed asset 
retirement in industry needs to rise to 2.5-3.5 per cent annually, see 
A. Malygin: “Nazrevshie уоргозу planirovaniya vosproizvodstva osnovnykh 


fondov” (Imminent problems in planning the reproduction of fixed 


assets), Planovoye Khoziaistvo, No. 8, 1984, Ekonomika, Moscow 1984, 
p. 66. Successive editions of Narodnoye Khozyaistvo SSSR (the Soviet 
statistical yearbook) show industrial fixed asset retirement rates of 1.6 per 
cent in 1975 falling to 1.3 per cent at the beginning of 1983. Similarly, data 
for Czechoslovakia show a fall in the retirement rate of machinery and 
equipment from 1.5 to 1.4 between 1975 and 1983—see Statisticka rocenka 
CSSR 1984, Prague, 1984, pp. 230 and 248. 
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TABLE 4.4.9 
Apparent retirement rates of fixed assets, 1971-1983 
(Percentage shares)* 
Material sphere Industry 
1971-  1976- — 1981- 1971-  1976- — 1981- 
1975 1980 — 1983 1975 1980 — 1983 
Ви рана а 3:3 3:2 3:2 4.2 4.9 4.3 
Czechoslovakia . . 1.6 1.4 0.9 1.4 82 0.5 
German Democratic 
Кераое fa 1.9 1.9 0.8 О 
Hungary". оо il) 1.9 1.8¢ 2.0 7.5) 2.5% 
Poland. АЗ 1.2 0.5 №2 ИТ 1.0 1.0 
Romania). в 2.1 3.5 тЫ По сем BOWL 
Soviet Union . . . 2.4 2.5 №57 2.9 2.4 1.9 


Source: ECE secretariat calculations based on national statistics. 


aInvestment minus absolute increment of fixed assets (both expressed in constant price 
monetary units) as a percentage of fixed assets in the periods shown. 


b National accounts basis. 
©1981-1982. 


industry) while in the other countries already low rates have 
declined further. The fall was substantial in most cases in 1981- 
1983 compared with 1971-1975, despite-some acceleration in 
1976-1980. 


The decline from the late 1970s onwards compared with the 
higher rates recorded in 1976-1980—both for industry and for the 
material sphere as a whole—suggests a connection with the 
investment deceleration. The retention in service of old plant in 
order to compensate slower growth of new equipment could also 
have been a factor in the accelerated rate of decline in capital 
productivity recorded in most countries. By definition, those 
assets whose working life was prolonged tend to consist of obsol- 
ete equipment with a lower productivity level. 


A concomitant of the extension of the working life of fixed 
assets noted above and stagnating investment is a deterioration 
in the age structure of the capital stock. Full data are available 
only for Czechoslovakia, but a comparison of investment cumul- 
ated over five-year periods and compared with fixed assets in the 
final year of successive periods shows sharp declines of fixed 
assets under five years old over time in most countries (table 
4.4.10). In 1975, the final year of the last five-year plan period to 
achieve consistently rising investment ratios relative to NMP in 
the region, the share of fixed assets under five years old 
amounted to between 32 and 51 per cent in the material sphere, 
and between 30 and 53 рег cent in industry. By 1983, these shares 
had fallen to a range of 22-44 per cent, and 28-50 per cent respect- 
ively. Moreover, the share fell much more in some countries 
than these ranges suggest—particularly in Poland and the Soviet 
Union. 


The slowdown in the structural change of output despite an 
acceleration, noted earlier, of structural change in investment 
since 1970, cannot yet be conclusively explained on the data 
available. The foregoing assessment however suggests some 
possible causes. First, progress in reducing lead times, as 
described in sub-section (ii) above, has been unsatisfactory, and 
has not provided a counterbalance to slower investment growth. 
Second, the fall in retirement rates which accompanied slower 
investment growth has reinforced the effects of the investment 
slowdown. These two factors have led to a deterioration in the 
age structure of fixed assets in use, hence maintaining output of 
certain product lines despite investment cutbacks. This is 
perhaps one reason for the negative effects of structural changes 
in fixed assets on output growth in recent years, even though they 
are small relative to total output growth. 
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TABLE 4.4.10 


Share of fixed assets under five years old, 1975-19832 
(Percentage shares) 
hoe oy Teer Se Е 


Material sphere Industry 
1975 — 1980 1983 1975 1980 1983 
Bulgaria AS Gi 145.8 142.7 52.8 5568 5.49.6 
Czechoslovakia 95852.21 1 Bey 29.8 (310 279 
German Democratic 
Republic . 333 132. 0%28.0 33.66 32.96 30.6Ъ 
Hungary . 37325 9:8 с ea 213 №365 
Poland . 36.2 3 Sue Le, 44.8 37.8 12257 
Romania . Ея ed VES 51.05 52.86 44.16 
Soviet Union 44.3 40.9 37.0 45.2 Allee 


ee Ee 
Source : ECE secretariat calculations based on national statistics. 
4Cumulated investment over the previous five years as a share of fixed assets in years 
shown. 
> National accounts basis. 
с 1982. 


While the precise link between structural changes in invest- 
ment, fixed assets and output cannot be traced with any pre- 
cision, the above discussion highlights some of the likely impedi- 
ments to such change under conditions of decelerating or declin- 
ing investment. Given the imperatives for structural change 
which changed economic conditions have imposed, these ques- 
tions need urgent attention. Emphasis in plans, documents and 
policy statements continues to be placed on the key objective of 
reducing investment lead times in order to maximize and ac- 
celerate the effect of new investment on output. This is expected 
to go hand in hand with qualitative improvements in the capital 
stock based on new technology. It is however clear that the 
recent slowdown in investment has complicated the solution of 
these problems too: there has been no consistent fall in the 
volume of unfinished investment in any country. Plans for 1985 
show full awareness of the current investment needs of the 
economy. Some upward trend in the volume of capital outlays is 
now discernible, though still at a low overall rate. The reversal of 
the current five-year-long investment slowdown in most coun- 
tries is thus likely to be a central issue in the preparation of the 
forthcoming five-year plans for 1986-1990. 


(v) Trends and fluctuations in investment growth 


(a) As already noted in sub-section (i) above, investment 
plans for 1981-1985 were set at lower levels than in the previous 
quinquennium in most east European countries and in the Soviet 
Union. In fact, the growth rates recorded for 1981-1984 reflect a 
clear-cut check in the underlying upward trend that can be 
observed for gross investment since the 1950s. The only excep- 
tions to this pattern in the period 1981-1984 are Bulgaria and the 
Soviet Union. However, even in these two countries the actual 
annual change in the recent period clearly fell below the longer- 
run trends observed over the previous three decennia (table 
4.4.11). 


It can be seen that, after accelerating very rapidly in the 1950s, 
investment activity decelerated abruptly in the first half of the 
1960s, though it maintained on average relatively high growth 
rates in the 1960s and the 1970s compared with the whole 34-year 
period. Indeed, the rates for the 1970s as a whole conceal a sharp 
deceleration that occurred in nearly all countries in the second 
half of the decade. This holds notably for Poland, where the 
average annual growth rate dropped from an annual average 
increase of 18 per cent in 1971-1975 to an annual decline of 3 per 
cent in 1976-1980. 


Investment 


TABLE 4.4.11 


Gross fixed investments in eastern Europe at constant prices 
= (Average annual percentage change)4 
ee НИИЕ 


1951- 1956- 1961- 1966- 1971- 1976- 1981- 
1955 1960 1965 1970 1975 1980 1984 


Bulgaria . А А MaKe ne Stren 12.8 Wil 7.9 1255 8.6 4.0 3.6 
G7echoslovakiaum sae ae ae 9.6 19:3 2.0 7.2 8.2 3.5 1.2 
German Democratic Republic. ...... 17.8 14.9 4.8 10.0 4.8 3.4 —0.7 
TLONGALY ee a ee eT ee eee 133 13.0 5.6 10.6 6.9 2.2 —4.1 
Poland . и. Mame LP 9.0 6.7 8.1 17.5 -3.0 —5.3 
Вора а о, Г ак 183 3 IED 11.5 8.5 —0.6 
Total} eastern Еигоре ие... 116 127 6.0 Chey 08 2 Hs 
ОО иконы, Bowoth od abe гони ace a PES) 13a) 6.2 WS 7.0 3.4 3.8 


Total, eastern Europe and the Soviet Union . ПИ 13.0 6.2 8.1 8.1 3.2 22 
НЕ Е И ВЕК НИ РВ Е № 


Source : National statistics. Weights are derived from data оп СМЕА studies of relative per capita levels of investments in bench- 
mark years in the first half of the 1960s, population, and changes in the variable between 1965 and 1975. For per capita data, see 
Ia.la. Kotkovskii et al, Sopostavleniia игоупе! ekonomicheskogo razvitiia sotsialisticheskikh stran (Moscow: Ekonomika, 1965); O. Rybakov 
“Vyravnivanie игоупе! ekonomicheskogo razvitiia sotsialisticheskikh stran”, Voprosy ekonomiki, 1967, No. 1, pp. 106-116. 


а Average annual percentage changes between the final year of the period shown and the final year of the previous period. 
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51984 data are provisional. 


A strong deceleration of investment growth had already 
occurred over the period 1961-1965 relative to 1956-1960 in all 
countries but Poland and Romania. However, the current swing 
seems to be more persistent and is unique, from a historical per- 
spective, in that several countries recorded absolute declines in 
investment levels at the same time—sometimes for several years 
successively—from the late 1970s. Moreover, it represents a far- 
reaching modification of an important element of growth stra- 
tegy. The long-term plans of all countries of the region in 
virtually all past periods were characterized by investment-led 
growth. This strategy has been in abeyance since the late 1970s in 
all countries of eastern Europe and, though to a less marked 
extent, also in the Soviet Union. 


This change in economic policy priorities can best be illus- 
trated by the development of investment relative to total output. 
Clearly, part of the investment slowdown is simply a conse- 
quence of declining rates of output growth but a noticeable 
general feature in recent years is the trendwise lag of investment 
relative to output. This has led to sharp falls in the investment 
ratios of the eastern European countries in particular.?!! 


211 Output is measured in terms of net material product. As noted in 
sub-section (i) above, the investment ratio is calculated as the share of 
gross fixed investment in NMP produced. 


As can be seen from chart 4.4.2 and table 4.4.12, the investment 
ratios showed an upward trend from the 1950s onward. In 
Bulgaria and the German Democratic Republic, this ratio started 
to level off in the late 1960s and early 1970s, respectively. In 
contrast, the investment ratio continued its relatively rapid 
upward path until the year 1975 or so in the four remaining 
eastern European countries. In six countries, however, the trend 
values declined from after the peak reached around the years 
1976-1978. Indeed the values recorded at the end of the observa- 
tion period are about the same as those prevailing around 1970. 


It can also be seen from chart 4.4.2 that the Soviet investment 
ratio has been remarkably stable since about 1960. From 1960 to 
the peak year of 1976/1977 it increased from 28.7 to 30.0 per cent, 
and now stands only just below the 1975 level. 


(b) The foregoing illustrates that the basic pattern of changes 
in investment trends in all six eastern European countries is 
rather similar. There are, however, marked differences among 
the individual countries regarding the degree of acceleration or 
deceleration of the underlying growth rates. This sub-section 
focuses on the extent to which cyclical fluctuations of investment 
around the trend in an individual country are associated with 
similar concurrent movements in the rest of the region, i.e. 
whether or not the individual countries investment cycles are 
synchronous with the rest of the region. The analysis of fluctu- 
ations in the economic activity of centrally planned economies 


TABLE 4.4.12 


Trends in investment ratios# 
(Percentages) 
See eee 


1955 1960 1965 1970 1975 Peak» 1980 1982 
Bulgaria a Sue es Е: 20.8 рей 92 36.3 36.6 36.9 35.5 35.0 
@zechoslovakian =) 2. e ue 23.4 28.1 28.3 29.8 Я 33.8 32.7 31.2 
German Democratic Republic. . . 17.6 22.4 24.6 29.8 30.7 30.9 29.1 26.7 
Hungary . В ос. 22.9 26.3 30.7 34.7 36.1 37.4 35.6 32.3 
Poland teeter eg eke) те 19.7 21.4 22.6 owl 33.0 332 2.2 24.9 
Romania о ее 24.3 29.2 39 SI 38.1 40.5 39.7 36.9 
ИИ 9 og mo a o @ co 24.9 28.7 28.7 28.9 29.7 30.0 29.5 29.4 


a 


Source: National statistics. 


Note: The price bases used differ in some cases from those shown in table 4.4.2 


aGross fixed investment as a percentage of NMP produced shown as centred five-year moving averages 


b Bulgaria: 1976; Czechoslovakia: 1977; German Democratic Republic 


Union: 1976-1977. 


1977: Hungary: 1977; Poland: 1976; Romania: 1978; Soviet 
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CHART 4.4.2 


Investment ratios, ? 1950-1984 
(in percentage) 
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a Gross fixed investments/net material product 
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CHART 4.4.3 


Synchronization of investment fluctuations in Eastern Europe, 1952—1982 


р (Percentage deviation from trend) 


^ Country 
Eastern Europe (six countries) 
Eastern Europe (five countries 2 } 


_—_——— ———_———д—_— 


1955 1960 1965 1970 1975 1980 


POLAND 


1955 1960 1965 1970 1975 1980 


1955 1960 1965 1970 1975 1980 


eee 


CZECHOSLOVAKIA 


Oe Ooms es seen 
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GERMAN Dem. Вер. 


aS “> я р я 
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Е и \ 
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Source:As for table 4.4.11, 
a Eastern Europe excluding the country of reference. 
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has by now a long tradition.2!2, Much of this literature reflects 
the view that investment policies are country-specific—due for 
instance to the different importance of agriculture and some 
other activities at different times and in different countries, or 
because average gestation periods vary between countries due to 
different investment structures. In the following paragraphs, an 
attempt is made to identify and where possible measure the 
degree of synchronization between the countries of the region. 


The trend of investment was defined as a centred five-year 
moving average of the original annual data for 1950 to 1984, and 
the cycle is accordingly measured as the deviation of the actual 
values from this trend.2'3 For each of the six east European coun- 
tries, the annual percentage deviations from the trend for the 
years 1952 to 1982 were then regressed on the cyclical values 
measured in the same way for the weighted regional aggregate of 
the five remaining countries.?!4 Finally, eastern Europe as a 
whole was compared with the Soviet Union using the same 
method. 


In order to examine whether the association between the cycle 
of an individual country and the region was stable over time, the 
estimation was also carried out for two sub-periods, namely 1952- 
1970 on the one hand and 1971-1982 on the other. This choice of 
sub-periods allows, incidentally, separate analysis of the period 
of region-wide harmonization of five-year planning which was 
introduced in 1971 and strengthened thereafter. 


The results obtained for the whole period 1952-1982 and for 
the two sub-periods retained are given in table 4.4.13. The results 
suggest that the cyclical association has in general not been stable 
over time. Hence the following remarks are limited to differ- 
ences between the two sub-periods. First, it can be seen that over 
the period 1952-1970 there was a statistically significant associa- 
tion of concurrent (i.e. unlagged) cyclical investment movements 
in each of the six east European countries with the rest of the 
region.*!5> In contrast, no significant relationship could be de- 
tected between the investment cycles of eastern Europe as a 
whole and the Soviet Union. 


It is striking that for the second period examined (1971-1982) a 
statistically significant synchronization with the region was only 
found for three out of six countries, namely Czechoslovakia, 
Romania and, perhaps somewhat surprisingly, Poland (see also 
chart 4.4.3).2!© And, as in the previous case, there was again no 


212See e.g. George J. Staller, “Fluctuations in Economic Activity: 
Planned and Free Market Economies”, American Economic Review, June 
1964, pp. 385-395; Alexander Bajt, “Fluctuations and Trends in Growth 
Rates in Socialist Countries”, Ekonomska analiza, No. 3-4, 1969. A recent 
extensive discussion of investment cycles can be found in T. Bauer: Ten- 
gazdasag, beruhazas, ciklusok (Planned Economy, Investments, Cycles), 
K6zgazdasagi es Jogi КбпууК!а4 0, Budapest, 1981. See also the same 
author: “Investment Cycles in Planned Economies”, Acta Oeconomica, 
vol. 21, No. 3, 1978. 


213Note that the method of centred moving averages eliminates the 
first two and the last two years, so that the cycle can only be analysed for 
the period 1952-1982. 


214The annual time-series model estimated was: 

Си =а+ЬС,., + е, \Веге C,,and C,, denote the percentage deviations 
of investment from the trend in country j and the region (excluding 
country j and the Soviet Union) respectively, in year ¢. The variable e, is 
the disturbance term. The coefficients a and b were estimated using the 
method of ordinary least squares. The estimated coefficient В indicates 
the change in the percentage deviation from trend in country / that is as- 
sociated with a one percentage point change in the deviation from trend 
in the region. 


215 | should be noted, however, that the cyclical association of Poland 
with the rest of the region was rather weak. 

216 Alternative estimations made indicate that these findings are not 
sensitive to the impact of the specific Polish investment cycle on the 
corresponding regional aggregates. 
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significant association between the investment cycle of the six 
east European countries as a group and of the Soviet Union. 


It is furthermore interesting to note that, for Czechoslovakia 
and Romania, a statistical test designed to expose any difference 
in the estimated relationships т the two periods depicted in 
table 4.4.13 is not statistically significant, i.e. the relationship is 
stable over the whole period 1952-1982.217 


It is recalled that the above analysis does not focus on changes 
in investment themselves but rather on the concurrent associ- 
ation of cyclical deviations from the underlying trend. The results 
therefore suggest that this association was for various reasons 
much more pervasive for the period 1952-1970 that for the years 
thereafter.2!8 


It would be interesting as a further step to examine in more 
detail the determinants of the investment fluctuations in indi- 
vidual countries, notably their quantitative relationship with 
major domestic and international macro-economic variables. 
This, however, is beyond the scope of the present note. 


The main findings of this sub-section can therefore be briefly 
summarized as follows: compared to the long-term trend there 
was a Significant, but not entirely unprecedented, deceleration in 
investment activity over the last few years. Morever, investment 
activity showed a marked deceleration relative to total NMP, a 
trend which led to sharp falls in the investment ratios in some 
countries. 


The synchronization of investment cycles was found to be 
much stronger before than after 1970. More research on an indi- 
vidual country basis is called for however in order to shed more 
light on the determinants of fluctuations and cycles in invest- 
ment activity. 


(c) The following statistical note briefly describes the main 
data series used in parts (a) and (b) of this sub-section. The exer- 
cise was carried out using published long-term series on gross 
fixed capital formation and net material product at constant 
prices. Where no such series were published for the entire 
period, available absolute figures or indices were linked using the 
“chain” method. An attempt was made to use time series giving 
the broadest possible coverage. The following specific points 
should be noted: 


— the constant price base years used for investment are fairly 
recent, (except for the Soviet Union where it is unspecified) but 
vary by country from 1977 to 1982: 


— the data for the early 1950s are significantly less reliable and 
less accurate than for later years. Retrospective long-term annual 
figures on a standard price or classification basis in absolute 
terms, or with an accuracy of one significant decimal in the case 
of indices, have not been published by all countries and gaps 
remain; 


— a further problem should be mentioned, though its effects 
can only be guessed at. The estimation of price changes in order 
to obtain volume data is particularly difficult in the investment 
sector. At least in one case, for which a detailed methodology of 
the methods applied was published, it appears that the official 
statistics include part of changes in nominal values in volume 


217 The stability of the estimated relationship was examined with the 
Chow-Test. See G. C. Chow: “Tests of Equality between Sets of Coef- 
ficients in Two Linear Regressions”, Econometrica, vol. 28. July 1960, 
рр. 591-605. с 

218 See also J. Goldmann, “Fluctuations and Trends in the Rate of 
Economic Growth in Some Socialist Countries”, Economics of Planning, 
1964, No. 2, pp. 88-98, who found a degree of synchronization for the 
1950s. 
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TABLE 4.4.13 


Synchronization of investment fluctuations in eastern Europe, 1952-1982 


(Regression equation: Си: a+b С,, + e) 
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Е es eee hn ee 2 eee 


1952-1982 


1952-1970 


я 1971-1982 
Estimates Estimates Estimates 
Country a b R2 SEE a b R2 SEE a b R2 SEE 
Bulgaria —0.42 0.66 0.14 Sno) —0.54 1.09 0.29 6.36 —0.07 —0.15 0.02 3.76 
(0.41) (2.19)** (—0.37) (2.64)** (—0.07) (—0.46) 
Czechoslovakia 0.13 0.69 0.38 3:15 0.11 0.78 0.36 4.03 0.20 0.50 0.85 0.73 
(0.23) (4.26)* (0.12) (3.10)* (0.97) (7.48)* 
German 0.17 0.61 0.35 3.02 0.24 0.86 0.50 992 0.17 0.13 0.07 По 
Democratic (0.30) (3.93)* (0.31) (4.11)* (0.34) (0.85) 
Republic 
Hungary . 0.29 1.43 0.38 5.94 0.09 2.08 0.56 6.19 0.83 0.29 0.06 3.78 
(0.27) (4.19)* (0.06) (4.65)* (0.76) (0.82) 
Poland . —0.53 0.46 0.11 4.98 — 0.30 0.26 0.20 2.43 —|.33 2.65 0.37 6.54 
(—0.59) (1.89)*** (—0.53) (OAV ae (—0.70) (2.44)** 
Romania . —0.20 0.91 0.38 4.05 — 0:27 1.01 0.39 4.72 — 0.07 0.68 0.36 О 
(—0.28) (4.19)* (0:25) (33% (—0.08) 39) es 
Soviet Union —0.50 0.02 = 1.78 —0.85 —0.03 = 2.04 0.02 0.12 0.09 ah 
(1.57) (0.16) (—1.81) (—0.26) (0.06) (0.98) 


Source: Data used were taken from national statistics—see statistical note, para. (с), р. 142. 


Note: The abbreviations are as follows. Cj ;=annual percentage deviation of gross fixed investments from the trend; C,; ;=annual percentage deviation of the regional aggregate from 
the regional trend, excluding country /and the Soviet Union, e=error term. Figures in brackets are /-test statistics. SEE =standard error of estimates. For definition of trend see text. The 
asterisks *, ** and *** indicate a significant coefficient at the 1 per cent, 5 per cent and 10 per cent levels of significance respectively (two-tailed test). 


changes.?!9 It is reasonable to assume that whenever the offi- 
cially acknowledged price rises are already quite significant 
(Hungary and Poland are the obvious examples), then the prob- 
ability of an upward bias in the volume estimates increases;??? 


2191. Drechsler, “А gazdasagi eredmények mérésének ргоета!”, 
(The problems of measuring economic results), Orszagos Tervhivatal 
Tervgazdasagi Intézet, Manuscript, Budapest, 1983 pp. 119-134. For the 
methodological description, see J. Nagy and P. Pukli: “A beruhazasi kolt- 
ségek vizsgalata statisztikai modszerekkel” (The analysis of investment 
costs with statistical methods), Statisztikai Szemle, January 1974. 

220 An overview of published implicit investment price deflators by 


— for aggregating individual country figures, the secretariat’s 
own weighting system was used as explained in the footnote to 
table 4.4.11. However, the results of the synchronization exer- 
cise are not very sensitive to changes in weights. Even when all 


countries are equally weighted, the synchronization effect is still 


clearly discernible. 


period. 


sectors and by industrial branches for the 1970-1981 period can be found 
in Economic Survey of Europe in 1982, p. 178. For Hungary, ECE sec- 
retariat calculations indicate that the annual investment price rise 
between 1950 and 1981 averaged 2.7 per cent. This compares with arise in 
the officially published cost-of-living index of 3.4 annually over the same 


4.5 CONSUMER INCOMES AND SUPPLIES 


Though there were variations in individual years, real incomes 
per head of the population—the most aggregated indicator of 
living standards—increased in all east European countries and in 
the Soviet Union during 1981-1984. Nevertheless, rates of 
growth were below the average achieved in the previous quin- 
quennium. The slowdown was anticipated in the five-year plans 
of the countries concerned and reflected the deceleration of 
NMP growth which began at the end of the 1970s. Economic 
policies throughout the region included measures aimed to 
improve wage systems. These were oriented in particular to 
achieve closer linkage between the growth of average wages and 
the growth of labour productivity. At the same time considerable 
efforts were made to improve the supply of consumer goods, 
both in volume and quality. In 1983-1984 there was an upward 
change in real income growth and consumption in most coun- 
tries of the region. This was made possible by an upturn in the 
growth of NMP and a corresponding growth of money incomes, 
decelerating consumer price rises and the expansion of retail 
trade. In most countries concerned, incomes originating in the 
social consumption funds tended to grow faster than wages and 
wage-like incomes, though there were some exceptions. 


The issues underlying the developments summarized above 
are reviewed in more detail in the rest of this section. Sub- 
section (i) describes changes in the allocation of national income. 
In sub-section (ii), incomes and income policies are discussed. 
Sub-section (iii) outlines the development of consumer prices 
and price policies. Retail trade turnover and housing construc- 
tion are summarized in sub-section (iv), while sub-section (v) 
presents recent changes in savings deposits. 


(i) Allocation of national income 


There were no big changes in the long-term allocation trend of 
net material product (NMP) used for consumption and accumu- 
lation in the countries of the region.2?! In fact, with some fluctu- 
ation in individual years, the share of social (public) and personal 
(private) consumption in NMP used tended to increase, in line 
with the economic strategy retained for the current five-year 
period (table 4.5.1 and appendix table B.2). 


Nevertheless, movements in the allocation of national income 
have not been uniform. In all countries but Czechoslovakia in 
1982 and Poland in 1981-1982, and despite some variations in 
individual years, the level of consumption rose in 1981-1984. At 
the same time, in Czechoslovakia, the German Democratic 
Republic, Poland and Romania before 1983 and in Hungary 
during the whole period, there was a marked decrease in the 
share of accumulation in NMP used. Furthermore, aggregate 
accumulation in eastern Europe has contracted ever since 1979. 
In contrast, there has been no decline in the level of accumu- 
lation in the Soviet Union since 1981. 


221 The only exception was Poland, where an abrupt decrease in the 
share of accumulation in five successive years, from 34.7 per cent in 1976 
to only 9.8 per cent in 1981 reflected an exceptional deceleration in 
economic growth, accompanied by a sharp contraction of net material 
product in 1979-1982. Statisticheskii ezhegodnik stran-chlenov SEV 1981. 
(CMEA Statistical Yearbook 1981), Moscow, 1981. p. 46: ibid, 1982, p. 42. 


The allocation of national income in most east European coun- 
tries was influenced by the need to shift resources in favour of the 
foreign balance in order to service convertible currency debt. 
Within consumption as a whole, there was considerable inter- 
country variation in the trend of personal as compared with social 
consumption. Personal consumption developed faster than 
social consumption in the German Democratic Republic, Poland 
and probably in Romania during the period 1981-1984. These 
movements reversed the relationship which prevailed in the 


TABLE 4.5.1 


Allocation of national income 
(Percentage share) 


Consumption 


Accumulation 
Period Total Personal Social total 
Bulgaria 
1976-1980 . 74.4 25.6 
1981 . Wal 26.9 
1982 . 74.2 25.8 
1983 . 75.9 24.1 
Czechoslovakia 
1976-1980 . 74.3 54.3 20.0 255) 
1981. 79.9 57.6 223 20.1 
1982’. 79.6 Wf 22.4 20.4 
1983 . 80.6 577 22.9 19.4 
German Democratic Republic 
1976-1980 . 77.0 64.0 13.0 23.0 
1981. 78.3 65.7 125 РЯ, 
1982 . 82.0 69.0 13.0 18.0 
1983 . 82.4 69.7 127 17.6 
1984* 82.4 69.7 12-7 17.6 
Hungary 
1976-1980 . 76.4 66.6 9.8 23.6 
1981 . 82.2 А а 17.8 
1982 . 84.2 72.8 11.9 15.8 
1983 . 87.2 953 11.8 12.9 
1984* 88.2 76.0 12.0 11.8 
Poland 
1976-1980 . 71.6 60.0 11.6 28.4 
1981 . 90.1 77.6 У 9.9 
1982 . 13.7 62.5 11.2 26.3 
1983 . 76.1 64.4 и 23.9 
1984 . 78.2 65.6 12.6 21.8 
Romania* 
1976-1980 . 63.7 36.3 
1981. 65.0 35.0 
1982 . 66.0 34.0 
1983 . 67.2 32.8 
1984 . 68.2 31.8 
Soviet Union 
1976-1980 . 74.1 25.9 
1981 . 76.4 23.6 
1982 . 73.8 26.2 
1983 . Sez 26.8 
1984. 75.0 25.0 


мЫФ——щ 


Sources : National statistics, plans and plan-fulfilment reports, Statisticheskii ezhegodnik 
stran-chlenov SEV, (CMEA statistical yearbook), various issues 
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TABLE 4.5.2 


Real incomes, real wages 
___— (Annual percentage change) 
Se 


Real incomes Real wages 
per head of per wage or 
population salary earner 


Иа: eee coe en ae 
Bulgaria 


1976-19 80 pease cee Pe ee 2.6 0.5 
1981. ae 5.8 4.7 
1982 . 4.1 72 
1983 . 2.8 1.0 
LOS A ee BROT 6) An edekts ona ores 227) 
IVETE hie tee а ae 3.0 
Planvlos l= |98 Sic) pera 2.8 

Czechoslovakia 
1976-1980 Peer eee ee eee ae 1.3} 0.7 
LOST СЕ: 28 SE Sl) ee Mylog 1.6 0.8 
ПОЗ. ВЫ Е, SEAS) 91 eS Re —0.7 —2.5 
LOSS tear На зил Ча аль 1.7 1.0 
ЕГО СО ТОРА Ч is} 0.8* 
Plan 1985 . 

German Democratic Republic 
LOT G1 98OR о 4.5 72 
LOS Tiere eee 8 ae eee ль Tee 4.0 22 
ПОЗ ва РТО а 33 1.9 
ВОЗ О ff. Gat. HASH с ав зе 2S} 3 
А о а wutweva 4.0 
8211985)... te 
Plan 1981-1985 . 3.9-4.2 

Hungary 
TOWEL es Pee ST ee 1.8 0.7 
Ci bv, ee I SS oe 2.9 jal 
OSD asta oe OR Ss 0.9 0.7 
ПОЗА eee ПАР ne ile! —3.2 
ПОЗ Ра СВОЮ 2 Galt 1.0 —2.3 
1934 pee О м ща ле: 1.0 —2.3 
Plan 1985. . . 1.5-2.0 _ 
Plan 1981-1985. 1.1-1.4 

Poland 
НОС we ue <P us 2.9 21 
ОЕ ера Oa lie г. БИА so 2S 
L982 ee eee . —18.0 —24.9 
LOSS ТА Ah) sek). FLT, AR 0.4 1.1 
LOSS Ee: ear ee ek eS с 3.6 

Котап!а 
LS TGALOSOK ее Sul 52 
1981. 1.5 1.0 
1982. Ape 
1983 . —2.1* 
ICY be a ee «Mere te eee i 6.04 
Plan 1981-1985... 4 ee ee ee 35 2.9 

Soviet Union 7 
Тб ГО ое. 3.4 3.0 
ПОЗА Е ОГ М.Е 3.3 21 
а с tel us 0.1 2.8 
LOS АИ ПИ Зе И tN ae 2.0 2.6 
ПЕ Пе ae ААС 3.0 25 
Plane OS Site а сие 9 3.0 
Вал [988 epoca, fea oe 3.1 

Byelorussian SSR b 
ПОЗ о ee ake 3.6 3:7 
а и oe, See) he cz 4.7 2.1 
LOS eee ВЯ. 0.5 2.8 
ПОВ ое eee 4.1 1.8 
О ое а 3.5 ВЯ 
Ва О а 3.3 2.9 
2190198] 985 ое Sul 2.6 

Ukrainian SSR b 
1976-1980 . ely ИИ. 3.2 3.0 
Он ое ee: 5.0 1.8 
1982 . 0.6 2.8 
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TABLE 4.5.2 (continued) 
re -|.—_о. 


Real incomes Real wages 
per head of per wage or 
population salary earner 


ее ee ee eee ot te OSA Nee Я 
Ukrainian SSR (continued) 


1983 . Shih Brel 17 1.8 
1OS4e ee Se merase | pilings ath 2.0 1.6 
Рапота pei ae 3.0 ot 
Plangl98 198 3.2 2.3 


a a a a el 
Sources: As for table 4.5.1. 


41984 to 1980. 
b Average nominal wage. 


previous five-year period except in the German Democratic 
Republic. In Bulgaria and Czechoslovakia, social consumption 
has tended to rise faster than personal consumption over several 
recent years, as also in the Soviet Union. 


The deceleration in the rate of growth of social consumption 
and its falling share of national income was not accompanied by 
any contraction in the level of social consumption in most of the 
countries concerned. In fact, social consumption in the German 
Democratic Republic and also Poland has fallen only once during 
the last four years (see section 4.1 and table 4.1.8 above). 


(ii) Incomes and income policy 


Real incomes per capita in 1984 grew considerably in the 
German Democratic Republic, the Soviet Union, Bulgaria and, 
according to estimates, in Romania (table 4.5.2). In other coun- 
tries they increased more modestly, and at rates similar to 1983. 
A comparison of the annual plans for 1984 with actual changes in 
individual countries indicates that targets for 1984 were attained 
in most of them. 


The rise in real incomes per head of the population in all coun- 
tries of the region in 1981-1984 was below the rates recorded in 
the previous five-year period. In fact, the five-year plans of all 
countries except Bulgaria envisaged a slight deceleration in rates 
of growth, which varied from 0 to 1 1/2 percentage points. This 
was one consequence of slower overall economic growth and of 
adjustments to changed economic conditions. The slowdown in 
real income growth in the initial years of the period under review 
was checked in 1983 in Czechoslovakia, Poland and the Soviet 
Union. It was reversed later on in the German Democratic 
Republic and the Soviet Union in 1984. 


The growth of real wages and salaries ran basically parallel to 
the pattern of changes in real incomes per capita. The rate of 
growth was, however, below the rise in real incomes, as the latter 
include incomes originating from social consumption funds 
(pensions, etc.) which grew rather faster than real wages. 


The contraction in the growth of real wages and salaries in 
Czechoslovakia and Poland observed at the beginning of the 
1980s was checked in 1983. The contraction in Hungary and, 
according to estimates based on real income growth, the decel- 
eration in Bulgaria, continued through 1984. Furthermore, in 
Hungary, Poland and Romania real wages and salaries fell in 
absolute terms in One or more years. 


The plan targets for real income growth in 1985 are available 
only for some countries. The pattern of growth of real wages and 
retail prices, as well as the acceleration in overall economic 
growth, give grounds for concluding that in 1985 growth of real 
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income per capita could be higher than the annual average 
achieved in 1981-1984 in all countries of the region (except 
Bulgaria) and higher than the average targets for five-year plans. 


Money incomes are the largest component of total incomes 
(about 80 per cent) (table 4.5.3). Money incomes grew at widely 
varying rates between countries, which mainly reflect differences 
in the role of prices in economic policy. Thus rates of growth of 
money incomes in Bulgaria, Czechoslovakia, the German Demo- 
cratic Republic and the Soviet Union have been lower than in 
Hungary, Poland and Romania, since the first group of countries 
tend to maintain stable or only slowly increasing consumer goods 
prices. Except for Poland, money incomes rose in most countries 
in the current quinquennium at rates very similar to those of the 
preceding one. This reflected various factors. On the one hand 
there was an almost continuous increase in the contribution of 
labour productivity to NMP growth. However in some countries 
increasing money incomes also reflect the considerable rise in 
consumer prices (Poland, Hungary). At the same time there was 
a fall in the rate of increase of money income in Poland (from 65 
per cent in 1982 to about 20 per cent in 1983-1984). This reflected 
improvements in the supply of consumer goods and particularly 
foodstuffs and a deceleration in consumer price rises, all of which 
indicate some stabilization of economic developments. 


A faster increase in agricultural incomes compared with the 
growth of wages and wage-like incomes is also a fairly general 
trend in the countries under review. The policy of accelerated 
growth of agricultural incomes, which was accompanied by 
contractions in agricultural employment, aimed to stabilize the 
number of farmers and achieve faster growth of agricultural 
production and labour productivity. Nevertheless the level of 
nominal wages in agriculture is lower than in other branches of 
the economy. 


Pensions and social benefits have also tended to rise faster 
than total money incomes, though not in Romania, in most years. 


The growth of average nominal wages and salaries in 1984 
(table 4.5.4) generally developed in line with the planned targets 
for that year and at rates similar to 1983 in most countries. The 
exceptions are Poland and Romania. In Poland the rate of growth 
of monthly wages fell in line with the further stabilization of the 
overall economic situation. In Romania, higher growth of wages 
compensated price increases. In fact, average monthly wages 
rose during the period from June 1983 to August 1984 in all 
branches of the national economy. 


A faster increase in wages in those branches which determine 
the pace of progress in science and technology, as well as in agri- 
culture, is a feature of wage policy in all countries. Furthermore, 
in Hungary, Poland, Czechoslovakia and Romania wages 
increased at a faster rate in industries and enterprises producing 
export goods. 


Improvement in the system of labour remuneration in general, 
and notably the increasing incentive role of wages, is expected to 
make possible a closer linkage between the growth of wages and 
labour productivity. It involves wider differentiation of earnings 
in accordance with performance and is expected also to bring 
about a more direct relationship between the growth of wage 
funds and the profitability of enterprises in general. It is also 
intended to promote increased initiative at the level of enterprise 
management. 


In Czechoslovakia, the improvement of the labour remuner- 
ation system is an integral part of overall changes in the system 
of management and planning of the economy introduced since 
1981. The process was carried out in two phases. In the first, in 
order to more closely link remuneration with the work 
performed, a new set of labour norms was introduced. In the 


second, incentive systems of labour remuneration to improve 
work performance are to be introduced from 1985.22? 


In Hungary during 1983-1984 experimental wage regulation 
schemes were introduced in a large number of industrial and 
construction firms, as well as in some agricultural co-operatives, 
in order to create a more direct relationship between enterprise 
profitability and personal incomes. In the framework ofa general 
reform package, from 1985 onwards the total wage bill, and not 
only the increment as was previously the case, is subject to tax. 
This implies that from the point of view of the enterprises’ tax 
obligations there is no longer a “guaranteed” average wage level. 


In Poland a new wage system was designed in 1984 to tighten 
the relationship between production norms and labour remun- 
eration, to improve the employment structure. 


In Romania a programme to improve wage systems was ad- 
opted in 1983.223 Its starting point is the need for labour produc- 
tivity to grow faster than wages. An increase in the incentive 
fund, a wider spread of piece-rate pay for all categories of 
employed workers, including managers, and the introduction of 
special incentives for organizations and enterprises engaged in 
foreign trade, are the other main elements of the system. 


In the Soviet Union, special attention was paid in 1983 and 1984 
to the relationship between labour productivity growth and aver- 
age wages—both in the economy as a whole and in different 
branches, In 1983 the rise in average wages for each | per cent 
increment in overall labour productivity was 0.7 per cent. Due to 
different growth conditions this varied from 0.47 per cent in 
industry to 0.88 per cent in agriculture, 0.77 per cent in construc- 
tion and 0.54 per cent in railway transport. In agriculture the 
coefficient was higher in 1984 than in 1983, due to stagnation in 
output. In other branches of the economy the ratio remained 
about the same or fell. For 1985 the relationship between growth 
of wages and labour productivity is planned at 0.49 per cent in 
industry and 0.66 per cent in construction.274 


Incomes originating in the social consumption fund influenced 
real incomes in the economies of the region. In fact, during the 
deceleration of real wages in the early 1980s in Czechoslovakia, 
Hungary, Poland and Romania, incomes originating in the social 
consumption funds ensured a further rise in real incomes in all 
countries and in all years except Czechoslovakia and Poland in 
1982 (table 4.5.5). The prevailing tendency during 1981-1984 was 
an acceleration in the growth of nominal incomes originating 
from social consumption funds relative to nominal wages. In 
Czechoslovakia and Hungary, differences between the growth of 
these two indicators in nominal terms widened faster than in the 
Soviet Union (chart 4.5.1). 


Changes in 1984 did not markedly affect the structure of the 
social consumption funds. In 1984, pensions and other social 
benefits rose and continuous attention was paid to improving the 
quality of education, health services, housing conditions, etc., in 
all countries under review. Special attention in some countries 
was paid to certain aspects of family policy, notably those which 
encourage the birthrate. 


In Bulgaria, 30-year loans of 15,000 leva (the equivalent of six 
years average wages) are now granted without a preliminary 
deposit to newly-wed couples to buy or build a dwelling. If and 


222“Program zvyséni ekonomické Uéinnosti mzdove soustavy” 
(Programme of increasing the economic efficiency of the wage system) 
supplement to Hospodarské noviny, No. 17, 1984. See also Rudé pravo, 
2 April 1984. | 


223 Romania libera, 2 July 1983. 


5 дн : р : 
2241]. Belik, “Final year of the quinquennium”, Economicheskaia 
gazeta, No. 1, Moscow, 1985. 
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TABLE 4.5.3 
Money incomes 
hin coe (Average annual percentage change) 
—— 
Wage and Pensions and 
Total income Income social benefits 
х 5 money of wage Лот 
‘ountry and period income character agriculture Total Pensions 
Bulgaria * 
ee : 6.8 7.3 9.0 9.2 10.9 
в . 6.0 6.5 6.8 4.6 6.8 
4 4.2 3.5 2.8 6.9 9.7 
1983 . 3.2 2.8 4.4 6.1 
Czechoslovakia 
1976-1980 . 4.1 4.0 1.6 51) 6.2 
1981. 2.6 2.6 73) о 3.3 
та : 4.3 3.3 6.2 8.2 1) 
Е В 7 5.9 
В 2.6 i. ee 
Plan 1985. 3.8 
German Democratic Republic a 
1976-1980 . 3.8 2.8 ee 6.6 
1981 . Syl 2.4 10.6 0.7 
1982 . 2.8 1.9 4.8 2.9 
1983 . 2 1.3 155) 0.1 
19084. 3.9 
Plan 1985. 4.0 
Hungary b 
1976-1980 . 8.4 ES) 8.4 12.9 15.6 
1981 . 8.1 4.4 11.0 8.4 9.3 
1982 . ike) 5.0 103 8.5 12.9 
1983 . 8.5 3.0 Sioa 9.1 10.0 
1984* 9.0 Sal 5.0 12.1 
Poland 
1976-1980 . el OF 10.8 19.6 19.7 
1981. ВЫ 27.0 109.0 31.9 28.7 
1982 . 64.9 44.0 35.4 107.1 43.2 
1983 . 23.0 26.1 24.0 
1984. 19.6 
Romania с 4 
1976-1980 . 9.7 10.3 10.3 6.8 5.4 
1981. 5.9 5.9 8.6 3.4 2.9 
1982 . 10.9 9.6 aah НСТ Я 
1983. Syl 3.6 [2 
1984 . 5.5 
Soviet Union - 
1976-1980 . 4.9 5.0 9-й) 5.5) 6.4 
1981. т! Shp) 1.6 5.4 6.3 
1982 . 4.3 3.9 4.7 6.1 6.8 
1983 . 4.4 Bes) 9.5 5) 5.8 
1984. 210% 


—......Ш.....м.м.м.м.м.м.м.м.м.м.м.м.м.м.мымыммммм"м"м"| | | ЕыммялЩ[38—8—8—66—6—ШЩШжяЯ К TE UU IEE IEEE EEE ESSEEEESSS SEES 


Sources: As for table 4.5.1 


4 Pensions and social insurance 


b Wages only (excluding wages paid by agricultural co-operatives) 


с Ме! money income, excluding peasant income 


d Socialist sector only. 


when a second child is born within four years after the first, 3,000 
leva of the loan 15 remitted—and also a further 4,000 leva Ка third 
child is born. Young families are also entitled to a second loan to 
furnish their homes which can amount to 5,000 leva. The repay- 
ment term is 10 years. This loan is also remitted when children 
are born—50 per cent when the second child is born and 100 per 
cent of the remaining sum outstanding when the third child is 
born.225 


In Czechoslovakia an increase of 240 crowns per year and per 
child in family allowances will be paid from January 1985. This 
represents about 8 per cent of the average monthly wage. After 


225 Rabotnichesko delo, 28 May 1984. 


six months’ maternity leave on full pay, mothers will receive 600 
crowns a month (about 20 per cent of the average wage) until the 
child is 12 months old. 


In order to protect the interests of low-income families, as well 
as to induce young parents to have at least two children, in 
Hungary there are special fringe benefits and loan facilities which 
are intended to compensate them for general price rises. As of 
1 March 1985 a child-care payment has been introduced and will 
be paid until the child is one year old. This payment may be up to 
80 per cent of the nation-wide average wage.??6 


226 Nepszabadsag, 19 January 1985. 
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TABLE 4.5.4 


Average monthly nominal wages 
bl a Е eel a So ae ee ee <a  e 


Average monthly wages 
and salaries in national 


currency units in 1984 


Annual percentage changes 


1976-1980 1981 1982 1983 1984 


ee Np Sis pe te ek a es es OT ee Eee 


Bulgarians eee 206 49 5.2 2.5 1.9 IIE? 
Czechoslovakia? . .... . 2 836 2.8 1.5 2.3 1.9 ily 
German Democratic Republic. 10825 3.0 2.4 1.9 1.3 u 
Hungary? tree cv о Cs 5 510 6.2 6.4 6.7 4.9 5.8 
Poland#” @" \, . 3. «== 16 900 8.0 27.4 51.0 poset 20.2 
Romania’ 2... ees 2925 4.3 4.6 7.9 3.0 125 
SoviehiUnion = =r ee 185¢ 3.0 2.1 2.8 2.6 2:5 


— ее ул Ее  —ыыы>—э_о———3—3—3———ж——нн———————————д—Эо—Э—Э—оЭ—Э—дЭЭ 


Sources: Аз for table 4.5.1. 


4Socialist sector of the national economy (excluding agricultural co-operatives). 


51983. 


с 260 roubles if payment and benefits from social funds are included. 


In the German Democratic Republic maternity leave for working 
mothers was extended from 12 to 18 months upon the birth of a 
third child. Various other privileges and priorities already given 
to families with four children were extended to those with three. 


In all countries of the region social welfare policies played an 
active role in overall adjustment policies. Among other things, 
these included compensation for the increase in retail prices of 
goods and services through regular increases in pensions. In the 


Soviet Union there was a considerable expansion in the network 
of educational, health and cultural institutions and an improve- 
ment in socio-cultural facilities. An important event of 1984 was 
the implementation of the first stages of a reform in general and 
vocational education. The principal objective of the reform is to 
raise the level of general and vocational education.22”7 The reform 


227G. Aliev, Pravda, 13 April 1984. 


TABLE 4.5.5 


Social consumption fund 
(Share in total income of population and percentage structure) 


Social consump- 
tion fund to Pensions 


total incomes and Education4 
of population social and Housing 
Country and period (per cent) benefits culture Health subsidies Other 

Bulgaria 

OTS veces wet ar yee Sees ae ote ee, Sela 34.3 44.1 22.6 14.4 0.1 18.8 

аи Пе a cle ae 35.8 45.8 21.8 15.0 0.8 16.6 

CLS И ar se ieee ete 35.8 43.5 2332 16.8 0.9 15.6 

LOSS aA Ee eo cede CRE ee eR ee Е 43.9 23.0 16.7 0.9 15.6 
Czechoslovakia 

POEMS te SER, i AN ea ИВС 36.6 48.3 20.9 15.2 4.1 5 

O80 Presa ae ee Files Seen ae ee Nore 38.4 49.7 20.7 15.7 4.1 9.8 

о о 40.1 49.1 20.6 155 3.9 10.7 

В мета, ао 40.3 49.2 20.7 15.8 4.0 10.3 
German Democratic Republic 

LOIS eet ion wo Se > 32.9 38.7 24.7 15.8 1.9 12.9 

о о о о 33.6 37.1 PEF 17.8 11.5 11.8 

О eee ee eee se. Lee Se 34.6 34.5 23.8 18.1 12.9 10.7 

1983 ee ee ee ee 35.0 3322 23.6 19.0 13.6 10.6 
Hungary 

LOTS car tty FS PE ee ey ee es ed eae 27.2 $6.0 21.3 14.6 2.4 5.7 

LOS OR aay kee р oon ey 31.9 58.2 20.7 13.8 1.8 523 

LPS eh. MC pee Е 33.0 56.8 21.5 14.8 1.5 5.4 

1983 в о сть 33:1 56.7 21.8 14.8 1.3 5.4 
Poland 

ее ern ee aA 18.9 39.8 27.0 26.9 3.9 2.4 

LOR Os reece A ere Sn AS ee СЕ 21.3 44.8 20.8 257 6.1 2.6 

ое оды о с, ах 26.3 32.6 17.0 18.3 6.5 25.6 

19837 SR № NF ee eee оО 26.6 39.0 18.7 193 6.6 16.4 
Soviet Union 

ПЕ МОУ ee ee ee 38.7 37.3 ИИ 14.3 5.4 15.1 

а о oe ла. 39.6 37.9 270 14.7 5.9 14.5 

1932 FEAR a ewe ae ees Sa 40.1 38.6 26.5 14.5 6.1 14.3 

EE ge tes ae ee а were ee 40.3 3955 25.8 14.2 6.2 14.3 


a a ee 


Sources: As for table 4.5.1, Statisticheskii ezhegodnik stran-chlenoy SEV, 1984(CMEA Statistical Yearbook 1984) Moscow, 1984 
p. 41 у oa 


4Including student grants 
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Е ee ae Se 
‘ CHART 4.5.1. 
Nominal incomes of the population 


(Indices 1975 = 100) 


Labour псоте == 


Pensions and social benefits — — — — 
Incomes in kind from social consumption fund: «+-.-sse-- 
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Source : National statistics. 
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will be spread over a number of years. Eleven billion roubles 
each year (about 3 per cent of the state budget) is envisaged for its 
implementation, which includes rises in teachers’ salaries. 


(iii) Consumer prices and price policies 


Consumer prices in the centrally planned economies of eastern 
Europe and the Soviet Union are playing an increasing role in 
balancing supply and demand for goods and services and also in 
shaping real incomes. Changes in consumer prices are deter- 
mined both by overall economic development and by social 


policy. The general tendency seen in recent years continued in 
1984 (table 4.5.6). 


In Hungary, Poland and probably Romania the requirements 
of economic policy to balance supply and demand largely deter- 
mined increases in consumer prices in 1982 and 1983. The pro- 
cess was also affected by the need to ensure correspondence 
between consumer prices and production costs. State subsidies 
on the production of some consumer goods were also removed. 


Economic policy in Hungary at present is oriented to curtail state 
support through price subsidies. 


In Hungary the faster rise in consumer prices during 1981-1984 
was envisaged in national plans if at a somewhat lower pace than 
actually recorded. In Poland a significant improvement in overall 
economic performance brought about sharp reductions in the 
annual rate of growth of consumer price rises—from about 110 
per cent in 1982 to 13 per cent in 1984. In 1984 the increase was 
2-3 percentage points lower than planned for that year. 


Bulgaria, Czechoslovakia, the German Democratic Republic 
and the Soviet Union form a group of countries in which 
economic policy is oriented to maintain stable or only slowly 
increasing consumer price levels. Nevertheless, increases in the 
Tetail prices of meat and meat products in Czechoslovakia were 
announced in 1982, and in Bulgaria in 1983, following an increase 
in procurement prices for animal products. In order to adjust 
demand and supply, retail prices of beer and non-alcoholic bev- 
erages were increased in Czechoslovakia late in 1984. The new 
prices should also eliminate or reduce state subsidies for the 
latter. Temporary increases in consumer prices for seasonal 
products such as vegetables, fruits, etc., have also taken place in 
most countries. On the other hand reductions in the prices of 
some industrial consumer goods also occurred. 


Retail price policy in the countries mentioned, in particular in 
the German Democratic Republic, is supported by state sub- 
sidies which compensate for increases in production costs. In the 
Soviet Union the same policy is applied primarily for basic food 
products—bread, milk, meat and also for children’s footwear and 
clothing. By 1983 state price subsidies for meat and milk 
products alone were equal to 40 billion roubles??8 (about 7 per 
cent of NMP or 13 per cent of the retail trade turnover). A fall in 
the aggregate retail price index in 1984 resulted from a sharp 
decrease (about 40 per cent) in the retail prices of some non-food 
products. 


In Hungary, Czechoslovakia and Poland, a rise in the retail 
prices of some consumer goods can probably be expected in the 
coming years following the projected increase in wholesale prices 
for some imported goods and also for raw materials, fuel and 
energy.2?? 


228 This was stated by Мг. М. Glushkov, Chairman of the State Price 
Committee of the USSR, Pravda, | September 1984. 

229 Rudé pravo, 13 October 1984; М. Saboléik, “Rationalization of the 
price system in the years 1984-1985”, Czechoslovak Economic Digest, 
Prague, No. 6, 1984. 


TABLE 4.5.7 


Turnover of retail trade and services 
(Average annual percentage change) 


кд 
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TABLE 4.5.6 
Consumer price index 
(Average annual percentage change) 
Country and year Total Food Non-food Services Years 

Bulgaria Bulgaria 
1976-1980 . 4.0 6.2 2.4 1976-1980 . 
1981 0.5 0.3 0.7 1981. 

1982 . 0.3 0.6 0.1 1982 . 
1983 Le2, 2.6 0.1 1983 . 

Czechoslovakia ВН 
1976-1980 . 21 12 ню ты 
1981. 0.8 — ES 0.7 
1982 . Sal 9.4 155) 0.3 Creghaslovakia 
1983 . 0.9 0.6 ПЫЛ 1.0 1976-1980 . 
1984 . 0.9 1981. 

German Democratic Republic 1982 . 
1976-1980 . 0.1 — _ — 1983 . 
т Bee 0.3 — — - 1984 eae 
ПОВ ter rete es Cie eae — _ = — 1985 plan4 
реа в ry German Democratic Republic 

Hungary a 1976-1980 . 
1976-1980 . 6.3 8.5 5.9 4.0 1981. 

1981. 4.6 3.4 9.0 6.5 1982 . 

1982 . 6.9 4.8 6.4 о 1983 . 

1983 . 7.3 Sal 9.3 10.1 1984... 
1984 . 8.5 1985 plan? 

Poland b й 1981-1985 plan . 
1976-1980. 6.5 7.9 6.5 7.9 
1981 . 184 146 109 27.1 ene oa 
1982 . 109.4 162.8 85.6 102.1 1981 . 

1983 . 21.9 13:1 223) 26.3 1982 . 
1984 . 13.0 a, 1983 . 

Romania Се}: И 
1976-1980. 1.4 1.0 и 1.6 1985 plan . 
1981 . 2.0 ili 1.9 3.1 
1982 . 16.9¢ Poland 
1983 . 5.2¢ 1976-1980 . 
1984 . 0.2* 1981 . 

1982 . 

Soviet Union a 1983 . 
1976-1980 . 0.7 0.4 1.0 1984... 
1981 . 1.0 0.2 1.0 1985 plan . 
EEL ee eek EM AON Pe 3.8 0.4 2.9 
eee eae oO ad М — 0.2 — Romania 
1984 . —3.4* 1976-198 

198] 
Sources: Аз for table 4.5.1. 1982 . 
4Excluding alcoholic beverages and tobacco. 1983 . 
b Socialist sector. 1984... 
©IMF Jnternational Financial Statistics, December 1984, р. 387 1985 plan . 


(iv) Retail trade turnover, housing construction 


In the majority of countries, retail trade turnover (table 4.5.7 
and Appendix table B.4) rose substantially faster in 1984 than in 
previous years and was in general in line with the planned targets. 
A slowdown in the rate of growth prevailed in the initial years of 
the current five-year period in all countries. Contractions in 
retail trade in Czechoslovakia and Romania in 1982 and in Poland 
in 1981-1982 reflected changes in domestic production and limi- 
tations on imports of food and non-food goods. This movement 
halted in 1983. Since then, supplies of foodstuffs and industrial 
goods improved in most of the countries reviewed. In Poland, 
rationing was removed on many consumer goods but not on meat 
or meat products. 


A phenomenon common to all countries was the faster 
increase in retail trade in non-food products compared with food. 
This reflected a rise in household expenditures on industrial 
consumer goods (primarily consumer durables). 


1981-1985 plan . 


Soviet Union 
1976-1980 . 
1981. 

1982 . 

1983 . 

LOS ee 
1985 plan . 
1981-1985 plan . 


Byelorussian SSR 
1976-1980 . 
1981. 

1982 . 

1983 . 

1984 . 

1985 plan. . 
1981-1985 plan . 


Ukrainian SSR 
1976-1980 . 
1981. 

1982 . 


Total 


4-4.4 


Food 


2.0 
18—21 


7.4 


4.1 
1.6 
0.8 
329 


Non-food Services 


47 
(ie 
61 
31 а 
93 
62 85 
12) 55 
06 26 
=p 35 
36 22 
33а 18 
48 
21 ‘a 
= 8.8 
“18 ~ 20 
50 23 
32 36 
40 3.8 
ie. 48 
iat 105 
0.9 
3.0 
371 73 
15 eed 
252 109 
154 80 
80 40 
58-61 5.6 
84 14 
64 ы 
45 76а 
72 91а 
150 
48 120 
дея 
9 62 
Е 47 
30 60 
6.0 
16 
50 177 
67 67 
63 Ga 
4.8 7.0 
7.0 
Bie ay 
50 47 
05 3.7 
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TABLE 4.5.7 (continued) 


Total Food Non-food Services 
a Se a Ча 
1983 . 5 


2.9 2.0 3.8 6.4 
Порт 4.2 
1985 plan. .. 5 7 
1981-1985 plan . 3.9 7.9 


мФж—Ж— eeeseeSsSsS—h 
Sources : As for table 4.5.1. 
4 At current prices. 


> Excluding alcoholic beverages and tobacco. 


The plans for 1985 in all countries envisage higher rates of 
growth of retail trade compared with five-year plan target 
averages. Much attention is to be paid to development of services 
in rural areas. However, even if annual plans for 1985 are 
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fulfilled, average annual growth rates of retail trade over the five 
years will lag behind five-year plan targets in the German Demo- 
cratic Republic and the Soviet Union; there will be a substantial 
lag in Romania. On the same assumption, growth rates will 
exceed the five-year targets in Bulgaria. Neither the Hungarian 
five-year plan nor the Polish three-year plan (1983-1985) 
contained targets for retail trade growth. 


National statistical reports on economic development in 1984 
pointed out that the supply of certain high quality consumer 
goods was inadequate. In Czechoslovakia, demand for some 
types of textiles, clothing and footwear were not fully met. In 
Hungary seasonal shortages of fruits and vegetables led to price 
increases of up to 80 per cent on an annual basis. To help 
improve the situation, attention is paid in the national economic 
plans to the development of the consumer goods-producing 


TABLE 4.5.8 


New dwellings constructed 
Е a ee Se ee 


New dwellings (thousands) 
Country New units Average size of 
and per 100,000 dwellings in 
period Total State Co-operative Private inhabitants Square metres 

Bulgaria 
1976-1980 . 351.8 ae Ве 800 60.7 
1981. 71.4 34.5 36.9 803 61.7 
1982. 68.2 30.3 379 770 62.9 
1983 . 69.7 30.5 39.2 780 64.1 
1984 . 67.9 

Czechoslovakia 
1976-1980 . 648.2 264.6 197.9 185.7 860 33 
1981. 95.4 32.4 33.6 29.4 623 74.1 
1982 . 101.8 297 42.0 30.1 663 55 
1983 . 95.7 21.7 45.0 29.0 620 155 
1984. 91.0 18.4 43.5 29.1 

German Democratic Republic a b a 
1976-1980 . м 290.3 Be 71.6 an 61.8 
1981. 185.4 62.9 59.7 25 1110 61.8 
1982 . 187.0 62.5 64.6 18.3 1120 61.0 
1983. 197.2 61.6 74.6 18.5 1180 61.7 
1984 . 207.0 85.3 13.5 

Hungary 
1976-1980 . 452.7 162.2 290.5 837 66 
1981. 77.0 22.8 57.2 722 69.6 
1982 . 75.6 19.1 56.5 706 70.4 
1983 . 74.2 16.3 58.0 695 73.2 
1984 . 70.4 9.9 60.5 

Poland 
1976-1980 . 1308.3 245 724.2 939.1 749 62 
1981. 187.0 32.0 109.0 46.0 519 63.9 
1982 . 185.3 SRS 97.8 56.0 509 66.7 
1983 . 195.5 34.7 103.0 57.8 540 66.9 
1984 . 196.0 140.9¢ 55.1 

Romania с | 
1976-1980 . 840.6 755.9 85.3 770 .. 
1981. 161.4 150.5 10.9 720 56.6 
1982 . 161.2 150.1 11.1 720 59.2 
1983 . 146.7 135.4 103 650 
1984. ДУ 122.5 9.4 

10n с а 

а ‘ 10 241 8388 1853 784 51 2 
1981. 1 997 1646 351 746 53.3 
1982 . 2 003 1652 351 742 53.9 
1983 . 2 030 1675 355 750 55.4 
1984 . 2 081 


Sources: As for table 4.5.1 
4|ncluding modernized dwellings 
b Modernized dwellings 


с State and co-operative 


Eastern Europe and the Soviet Union 


152 
TABLE 4.5.9 
Changes in savings deposits and money incomes 
(Average annual percentage change) 
a a a el eS 
Savings deposits Money incomes 
1971- 1971- 1976- 1981- 1971- 1981- 
1983 1975 1980 1983 1983 1983 
Bulgaria 9.6 14.3 6.3 1.5 
Czechosolvakia 8.8 12.8 6.0 7.0 4.4 1.9 
German Democratic Republic. 6.1 Te 5.8 4.2 4.3 27 
Hungary . 12.6 14.1 12.3 10.7 8.4 о 
Poland . 18.6 21.4 10.3 29.0 17.9 38.5 
Soviet Union 11.2 14.3 11.4 6.0 93% 4.1* 
Sources : Statisticheskii ezhegodnik stran-chlenov SEV (CMEA statistical yearbook) and national statistical yearbooks for the corre- 
sponding years. 
branches. Accordingly, production of group B industrial In 1984 there were no big changes as compared with the post- 


branches (consumer goods) has expanded at higher rates than 
group A branches (producer goods) in Hungary and the Soviet 
Union. 


Co-operation among the centrally planned economies of 
eastern Europe and the Soviet Union within the CMEA is also 
contributing to the development of consumer goods production. 
Long-term programmes of co-operation among the CMEA 
member-countries adopted in 1979 in the field of consumer 
goods production were designed to increase mutual trade and 
total supplies of different types of consumer goods. The XX XVII 
session of CMEA adopted a set of complex measures in October 
1983 to expand co-operation in the output of food products. The 
decisions of the Summit Conference of the CMEA member 
states in 1984 also envisage greater co-operation, inter alia, in the 
consumer goods sector. 230 


230“То ensure a better supply to the population of high-quality 
consumer goods the CMEA member states will take joint measures to 
strengthen the raw material basis for their production, to carry out the 
technical refitting and modernization of the corresponding branches of 
industry, to increase substantially the output of these products for mutual 
delivery, to expand joint production of consumer durables and to 
increase the exchange of high-quality consumer goods”. Statement on 
the basic guidelines for the further development and deepening of 
economic, scientific and technical cooperation of CMEA member states, 
Pravda, 16 June 1984. 


1980 trend in housing construction in individual countries (table 
4.5.8). In the German Democratic Republic, Poland and the 
Soviet Union the volume of housing construction continued to 
increase, whereas in Bulgaria, Czechoslovakia, Hungary and 
Romania there was some decline. A feature of recent years has 
been a shift in all countries towards the construction of larger 
dwellings, and housing construction has thus been more buoyant 
than the data on the number of completions suggest. 


Housing construction is financed from two sources—from the 
state and from employer-enterprises on the one hand and from 
personal savings and mortgage loans in the case of co-operative 
and private housing construction on the other. In the Soviet 
Union, the German Democratic Republic and Bulgaria, the state 
is the main supplier of new dwellings. Its share in the total ranges 
between 80 per cent in the Soviet Union and close to 50 per cent 
in the other two countries. The state’s share is higher in the 
German Democratic Republic if dwellings modernized at state 
expense are included. In Czechoslovakia, Hungary and probably 
Romania the share of state-constructed dwellings is about 20 per 
cent. 


A notable feature in practically all countries is the increase in 
the share of housing construction financed from personal savings 
and mortgage loans. According to the 1985 plan targets in the 
Soviet Union, the number of houses financed in this way should 
increase by about 20 per cent. 


TABLE 4.5.10 


Changes in deposit accounts and savings deposits 
—— eee eee 


Number of Average size of 
deposits accounts deposits account Savings deposits 
(million) (n.c.u) (billions of n.c.u.) 
1970 1980 1970 1980 1970 1980 
Bulgaria 7.9 8.8 494 1170 
Urban 4.9 6.1 
Rural 2:9 2.7 
Czechoslovakia 13.6 18.1 4 698 8 613 
Hungary . 42.1 145.3 
Budapest . 15.8 45.6 
Provinces . 26.3 99.7 
Soviet Union 80.1 142.1 583 1 103 46.6 156.7 
Отбап 58.9 106.6 34.1 114.4 
Rural 22 35:2 12.5 42.1 


Sources; National statistics 
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(у) Personal monetary savings deposits 


In the centrally planned economies of eastern Europe and the 
Soviet Union, personal monetary savings of the population 
represent a part of money incomes which is not used for current 
consumption of goods and services. Most of these savings are 
deposited in savings banks and other financial institutions.23! 


The principal characteristic of total monetary savings during 
the 1970s and early in the 1980s in the countries reviewed is their 
continous fast growth. Savings deposits, the major part of monet- 
ary savings of the population, rose in absolute terms by between 
twofold in the German Democratic Republic and ninefold in 


231 For a detailed analysis of the nature of monetary savings of the 
population see, Ч. Belugin “О sotsialno-ekonomicheskoi prirode 
denezhnikh sberezhenii”, Dengi i kredit, No. 3, 1983, p. 68; A. Shokhin, 
“Denezhnye sberezhenia”, Ekonomicheskaia gazeta, No. 35, 1981: 
I. Kacharov, “Socialno-ekonomicheska spestovanost i effektivnost”, 
Finansy i kredit, Sofia, No. 2, 1977, pp. 26-27. 


Poland. Despite inter-country differences, a common feature is 
that they grew faster than money incomes. On the other hand, 
their rates of growth in the second half of the 1970s were lower 
than in the first. In the early 1980s, the deceleration continued in 
the German Democratic Republic, Hungary and the Soviet 


Union, but was reversed in the other countries concerned (table 
4.5.9). 


The absolute increase in savings deposits was accompanied by 
an increase in the number of deposit accounts and in their aver- 
age size. Available data suggest that in Czechoslovakia the 
number of deposit accounts rose by one third and the average 
size of account by about 80 per cent; in the Soviet Union the 
corresponding increments were 80 and 90 per cent. In Bulgaria, 
the number of deposit accounts grew by only 10 per cent but 
there was a substantial increase in the average size of accounts, 
which rose by one and a half times. Available information also 
suggests that, in some countries of the region, the size of personal 
savings deposits rose faster in rural than in urban areas (table 
4.5.10). 


4.6 RECENT DEVELOPMENTS IN THE NON-MATERIAL SPHERE 


A fundamental feature of economic theory and policy in the 
centrally planned economies is the distinction between the 
sphere of material production and the non-productive sphere, 
usually referred to as the material and the non-material spheres 
of the economies concerned.232_ Since no aggregated statistical 
series are available on output changes in the latter, previous 
editions of the Economic Survey of Europe have paid systematic 
attention only to the material sphere. The non-material sphere 
has been discussed in the main only as an explanatory factor for 
changes in material sphere, notably on the input side. 


There are several reasons why somewhat greater attention 
needs to be paid to the non-material sphere. First, since econ- 
omic theory in the centrally planned economies maintains that 
the non-material sphere does not contribute to the increase of 
national output measured by net material product, decisions on 
the allocation of factor inputs and national income used for 
domestic consumption and accumulation between the material 
and the non-material spheres have always been a delicate issue. 
Moreover, the outcomes of such decisions have not been sys- 
tematically monitored. Secondly, the conditions of decelerating 
overall economic growth which prevailed in the centrally 
planned economies from the end of the 1970s and in the early 
1980s, complicated resource allocation between the material and 
the non-material spheres. Finally, due to the special social 
welfare criteria according to which the non-material sphere is 
judged, its economic significance remains little-known and often 
underestimated. 


A specific reason for this study is that, because of differences in 
approaches to economics in general, developments in this sector 
have been monitored less attentively than in the market econ- 
omies. 


The basic objective of this section, therefore, is to highlight 
recent developments in the non-material sphere. A more far- 
reaching analysis in the form of a special study could be under- 
taken at another time. 


The section is divided into four parts: (i) basic characteristics of 
the non-material sphere; (ii) factor inputs; (iii) indicators of non- 
material sphere services; (iv) a tentative assessment of the 
economic significance of the non-material sphere, followed by 
some general conclusions. 


(i) Basic features of the non-material sphere 


(a) The distinction between the material and the non-material 
spheres is deeply rooted in the general economic theory of 
centrally planned economies and is based on the different nature 
of the work performed in each.233 Within the material sphere, 


232 In centrally planned countries, the terms “productive” and “поп- 
productive” sphere are used. In this section the terms “material sphere” 
and “non-material sphere” are employed for the sake of easier compre- 
hension since the adjectives “productive” and “non-productive”, as used 
in the economic literature outside these countries, normally refer to a 
distinction of a different nature. 

233While in contemporary literature these distinctions are usually 
referred to only in the centrally planned economies, they go back to the 
foundation of political economy: “There is one sort of labour which adds 
to the value of the subject upon which it is bestowed: there is another 
which has no such effect. The former, as it produces a value, may be 
called productive; the latter, unproductive labour.” A. Smith, The Wealth 
of Nations, Book 1, Penguin Books, Bungay, Suffolk, 1974, pp. 429 and 
430. 


work performed creates new value. This is incorporated in ma- 
terial goods and services which make up domestic material 
output and national wealth. Within the non-material sphere, 
however, no such new value is created. Therefore the work 
performed does not contribute directly to domestic material 
output and national wealth.34 Accordingly, the non-material 
sphere is defined as “a complex of branches of national economy 
which do not participate in the production of the national 
income”.225 Understood in this way the non-material sphere 
presents a contrast with material production, which is usually 
defined as “the aggregate of all the national sectors engaged in 
producing material goods and services of a productive nature”.**¢ 


(b) While usually treated as clear and logical, the definition of 
the non-material sphere mentioned above has the fundamental 
weakness that it is negative. It defines the non-material sphere on 
the basis of the features it does not possess. To some extent this 
definition leaves the non-material sphere to be determined as the 
residual between the total national economy and the material 
sphere, the latter being defined positively. Moreover, the 
contrasting nature of the two spheres implied by their very defini- 
tions gives the impression that the non-material sphere consists 
only in the consumption of, rather than making any direct contri- 
bution to, the national output. To that extent its outcomes might 
be considered as less important for economic and social develop- 
ment than those of the material sphere, given that the latter is 
viewed essentially as the only value-creating component. 


To avoid such an interpretation, the non-material sphere 
needs to be defined positively and in accordance with its own 
characteristics. Definitions of this kind, usually descriptive 
rather than analytical, can be found mostly in articles and mono- 
graphs devoted to the non-material sphere itself. According to 


234 Statements of this kind can be found in most textbooks on political 
economy in the centrally planned economies, as, for example, in 
Bulgaria, Czechoslovakia and the German Democratic Republic: 

“The only source of national income is the labour of productive 
workers or of workers employed in material production ... The non- 
productive sphere does not directly create national income ... The 
expenditures of this sphere are covered by national income created in 
the productive sphere.” Politicheska ikonomiia (Political Economy), 
Sofia, Partizdat, 1973, pp. 206 and 207. 

“The social product as a sum of material use-values is created by 
labour in the material sphere, i.e. by productive labour. The theory of 
productive and non-productive labour divides social production activ- 
ity (spolecenskou vyrobni Ginnost) into two big spheres: the sphere of 
material production and the sphere of non-material production. The 
basic criterion for allocation of any production activity (vyrobne 
cinnosti) is whether the useful results of this activity exist or do not 
exist in the form of material goods (services) which are able to satisfy 
social needs.” Politicka ekonomie socialismus (Political Economy of 
Socialism), Prague, Svoboda, 1980, pp. 316 and 317. | 

“Aggregate social product arises as a result of the productive labour 
of society in the sectors of material production.” Politische Okonomie 
des Sozialismus und ihre Andwendung in der DDR (Political Economy of 
Socialism and its Application in the GDR), Berlin. Dietz Verlag, 1969. 


м 


235 Ekonomicheskaia entsiklopediia: Politicheskaia ekonomiia 
(Economic Encyclopaedia of Political Economy), Izdanie “Sovetskaia 
entsiklopediia”, vol. 3, Moscow, 1979, р. 89. 

236 А. Anchishkin, National Economic Planning (published in English), 
Progress Publishers, Moscow, 1980, p. 238. A similar definition (“aggre- 
gate ofall branches which produce material goods that satisfy the material 
and intellectual needs of man, both personal and social”) is contained in 
Ekonomicheskaia entsiklopediia: Politicheskaia ekonomiia, vol. 4, Izdanie 
“Sovetskaia entsiklopediia”, Moscow, 1980. p. 87. 


Recent developments in the non-material sphere 


such definitions, the non-material sphere is “a source of goods of 
a specific kind, appearing in the following concrete forms: 
knowledge, management decisions, training, education, health, 
culture”.?37 A closer analysis of various kinds of activities usually 


identified as taking place in the non-material sphere suggests the 
following main features: 


(1) The produce of the non-material sphere consists mostly of 
services, while the produce of the material sphere consists of 
both with a prevailing share of goods; 


(2) Services provided by the non-material sphere appear in 
most cases during the course of the activities by which they are 
provided. They do not usually take any material form but rather 
directly affect various aspects of the lives and activities of their 
recipients; 

(3) In cases when the outcome of a non-material activity mani- 
fests itself in material form (a sculpture, a painting, a book, etc.), 
the object in which it is materialized is in essence an intellectual 
product, unique and independent of the material form it takes. 


Understood in this way, the non-material sphere is in no way 
antithetical to the material sphere but is rather its complement. 
This has considerable significance for the balanced development 
both of individuals in society and of society as a whole. However, 
this has not always been fully appreciated in either the economic 
theory or in the economic policies of the centrally planned 
economies. 


(с) The 151 of activities belonging to the non-material sphere is 
usually based on a combination of the definitions of the material 
and non-material spheres. Some activities can easily be classified 
in this way but in many cases neither definition is fully adequate 
since some activities fall on the borderline between the two 
spheres. Such problems are therefore usually solved empirically, 
and national classifications may then contain a certain conven- 
tional element justified simply by convenience. 


According to the standard Material Product System of national 
accounting (MPS), the breakdowns of the material and the non- 
material spheres include:238 


Material sphere Non-material sphere 


1. Industry 23? 1. Housing, communal services 
2. Construction and public utilities?4 
3. Agriculture 2. Education, culture and art 
4. Forestry 3. Health services, social 
5. Transport240 security and sports 
6. Communications 240 4. Science and scientific 
7. Distributive trades services 
8. Other branches 5. Finance, credit and 
of material production24! insurance 


6. General government 
7. Other branches of the non- 
material sphere 


The classification systems of individual centrally planned 
economies include, as already mentioned, some differences with 
regard to particular activities on the margin between material 
production and the non-material sphere. Some of the differences 
can be seen in table 4.6.1, in which material production activities 


237B. Agabab’ian, “Nematerial’naia sfera ekonomiki у usloviiakh razvi- 
togo sotsialisma” (The non-material sphere under the conditions of 
advanced socialism), Voprosy ekonomiki, Moscow, 1982, No. 8, p. 118 

238 Basic Principles of the System of Balances of the National Economy, 
Department of Economic and Social Affairs, Studies in Methods, Series 
F, No. 17, United Nations, New York, 1971, pp. 5 and 6. 
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are defined as those contributing to national (material) output 
and non-material activities as those which do not. For com- 
parison the table also shows how various activities in the two 


spheres of the economy are classified in some countries which 
are not centrally planned. 


While they are important when precise comparisons between 
individual countries are made, differences in the various national 
classifications will be ignored hereafter. Nevertheless, it should 
be noted that the main classification difference between coun- 
tries is that in Czechoslovakia and the Soviet Union passenger 
transport and communications servicing the population are 
included in the non-material sphere, whereas in the other coun- 
tries of eastern Europe it is classified within the material sphere. 
In fact, apart from the data on employment and investment, most 
of the tables which follow are based on CMEA statistical sources, 
where a number of problems of this kind have been resolved by 
adopting a standard classification system.2% 


(d) Finally, it should also be mentioned that the terms “non- 
material sphere” and “the service sector”, or infrastructure, as 
referred to in some sources, while sometimes used as synonyms, 
in fact differ. For instance, the Soviet Union includes under non- 
material services “education, health care, culture, sport, science 
and scientific services, municipal amenities, transport and 
communications serving the population and enterprises of the 
non-material sphere, as well as defence, management and certain 
other forms of non-productive activity”.244 The “service sector” 
however excludes from this list science and scientific services, 
management and defence, and includes retail trade, public cater- 
ing and productive everyday repair and other services (proizvodst- 
vennye bytovye uslugi) which belong to the material sphere in the 
Soviet Union.245 While not identical, such differences also exist 
between the “service sector” as defined above and the non- 
material sphere as defined in the statistical practice of most of the 
east European centrally planned economies. 


(ii) Factor inputs in the non-material sphere 


In this section the changing shares of the main factor inputs 
allocated to the non-material sphere in the total factor allocations 
of the centrally planned economies are discussed. 


239 Including dyeing, cleaning and waterworks. 

240 Only goods transport and communication serving branches of ma- 
terial production belong to the material sphere. However, for practical 
reasons and for reasons of ensuring comparability of data, all transport 
and communication are included in the material sphere in the tables 
presented in this section. 

241 Other branches of material production include publishing houses, 
motion-picture studios, organization for state procurement and primary 
processing of scrap metal and other salvage, the collection of forest 
products, wild plants and fruits, private fishing, hunting and trapping and 
cottage industries and also telegraphic agencies, press agencies and 
designing organizations, except those serving construction. See Basic 
principles ..., pp. 5 and 52. 

242 Including laundries. 

243 [n particular, all transport and communications are included in the 
material sphere, as is also the practice of the CMEA statistical services 
(see table 4.6.1) 

244 А. Anchishkin (ed.), op. cit., р. 238 

245У. М. Rutgaizer, Resursy razvitiia neproizvodstvennoi Sfery ( Devel- 
opment resources of the non-productive sphere), Izdatel’stvo “Mysl’”, 
Moscow 1975, p. 14 
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TABLE 4.6.1 


Activities which contribute (+) and activities which do not contribute (—) to national output according 
to methodologies applied in different countries 
SR О. Ги о TS ee ee ee 


CMEA USA, 
method- _—_Czecho- Yugo- Great Britain, 


ology slovakia Hungary Poland USSR slavia Denmark France Netherlands 


Extractive industry . 
Manufacturing industry 
Electricity production . 
Gas production 
Agriculture . 

Forestry 

Fishery. 

Hunting 

Construction 

Medical services . 
Freight services 
Passenger transport . 
Communication servicing 

PLOGUCUOND а о вв 
Communication servicing 

population 
Wholesale trade . 

Retail trade . 

INS UianCe seen — = = = _ = 
Real estate operations. . - — — — - — 
И Бо ют в — — — - — _ 
Government adminis- 

Га eee See — — — — — — 
Educationees 4 see — — — — — — 
Health insurance. . .. — — — — — — 
Rest and recreation. . . — — — _ — — 
КО У оса с © = — — — _ + 
Restaurants . = 
Laundries. sme 
Hairdressing. 2)... — — — — — — 
Other personal $егу1сез. — — — = _ ~ 
Religious institutions . . — — _ 
Protection and tutelage . - — 
Пера ег се — — — 
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Source: Е. 5. Kudrova, Statistika natsionalnogo dokhoda evropeiskikh sotsiialisticheskikh stran (Statistics of National Income of the 
European Socialist Countries), Statistika, Moscow, 1969, pp. 9-10. 


4Excluding private non-commercial construction. 


bOnly private institutions. 


(a) Table 4.6.2 illustrates changes in non-material sphere inthe non-material sphere in total employment at the beginning 
employment in eastern Europe and the Soviet Union. The table of the review period (in 1971-1975) varied substantially, from 
suggests three main conclusions. First, the share ofemployment roughly one eighth in Romania to more than one fifth in 


TABLE 4.6.2 


Employment in the non-material sphere 
(Percentage shares in total employment) 
Е Е А И eee eae 


1971- 
1975 1976 1977 1978 1979 1980 1981 1982 1983 
Ваал 14.5 16.3 16.3 16.5 16.5 17.0 17.1 17.2 7.2 
Czechoslovakia) и о PANS) Ded 22.6 22.9 23.2 23.6 23.9 24.2 24.1 
German Democratic 
Republic a. c= = 17.9 18.5 18.7 18.9 19.1 19.3 19.5 19.8 20.0 
ау 15.7 171 172 Lies 18.0 18.4 18.3 193 19.7 
О СЫ даю ое м бы nee 13.9 14.0 14.1 14.3 14.5 14.7 15.2 15:2 15.6 
Romaniay sen) ones : 12.1 13.6 13.0 1335 13:7 13.5 13.8 13.8 1357 
ОЕ 23.8 24.6 25:1 25.6 259 26.1 26.3 26.5 26.6 


Source: National statistics 


Czechoslovakia and the Soviet Union. The ranking of the coun- 
tries in this respect generally coincides with their overall level of 
economic development. Thus, the share is higher in the more 
developed and lower in the less developed countries.24 In 
Czechoslovakia and the Soviet Union, higher than average shares 
of employment in the non-material sphere reflect also the fact 
that passenger transport is included in this sphere, whereas in the 
other countries of the region it is classified within the material 
sphere. However, in the Soviet Union the share of employment 
in the non-material sphere was perhaps somewhat higher than 
might be expected from its relative level of economic develop- 
ment within the region. Secondly, from 1976 onwards, there was a 
steady increase in the share of the non-material sphere in total 
employment in almost every year in all countries of the region. 
Finally, а comparison of differences in the material sphere’s share 
at the beginning and at the end of the period indicates that the 
rate of employment growth in the non-material sphere relative to 
the pace of growth in the material sphere was highest in Hungary 
and lowest in the Soviet Union. Nevertheless, such differences 
in relative growth rates so far have not changed the country- 
ranking based on shares of employment in the non-material 
sphere between 1971-1975 and 1983. 


(5) Changes in investment in the non-material sphere shown in 
table 4.6.3 differ significantly from those in employment. At the 
beginning of the review period, the shares of the non-material 
sphere in total gross fixed investment of the countries concerned 
varied between one fifth and somewhat below two fifths, i.e. rela- 
tively more than differences between employment shares. 


In 1976-1983 developments in investment shares were not 
uniform in all seven countries. There was a clear decrease in the 
share of the non-material sphere in total investment in Czecho- 
slovakia and Romania and a somewhat less pronounced fall in 
the Soviet Union. Changes in different directions occurred in 
individual years in Bulgaria, the German Democratic Republic 
and Hungary, but in all of them the non-material sphere’s share 
in 1983 was higher than in 1971-1975. The only country in which 
the share of investments in the non-material sphere grew con- 
tinuously between 1976 and 1983 was Poland; in the latter year, 
this share was by far the highest in the region. Since investment 
in that country contracted regularly between 1979 and 1982 


246 According to ECE estimates for 1973, per capita gross domestic 
product measured in 1973 US dollars amounted to $2,082 in Romania, 
$2,433 in Hungary, $2,482 in Poland, $2,507 in Bulgaria, $2,766 in the 
Soviet Union, $3,117 in Czechoslovaia and $3,301 in the German Demo- 
cratic Republic. Economic Bulletin for Europe, vol. 31, No. 2, United 
Nations, New York, 1980, p. 31. 
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inclusive, investment in the non-material sphere seems to have 
been particularly resistant to downward pressure. Altogether, 


intercountry differences in shares in 1983 were similar to those in 
1971-1975. 


(c) Changes in the non-material sphere’s share of fixed assets 
diverged more widely than those of investment relative to 
employment (table 4.6.4). 


The data suggest several conclusions. First, at the beginning of 
the review period, the non-material sphere’s share of fixed assets 
in all the countries of the region was substantially higher than in 
the case of employment. This partly reflects the inclusion of 
housing in non-material sphere fixed assets, and indicates that 
capital intensity in the non-material sphere as a whole was on 
average higher than in the material sphere. Secondly, differences 
in the shares of fixed assets in the non-material sphere in indi- 
vidual countries varied substantially, ranging from 31 per cent in 
Romania to 46 per cent in the German Democratic Republic in 
1970. Thirdly, since 1970, and disregarding oscillations in indi- 
vidual years, there has been a clear decreasing trend in the share 
of the non-material sphere in total fixed assets in all countries but 
Poland. This has been much more pronounced than in the case 
of investment. Though the share of the non-material sphere in 
total Polish fixed assets seems to have risen since 1980, this 
appears to reflect mainly changes in the relative prices between 
the material and non-material spheres following the big upward 
revaluation of fixed asset prices in 1982. In fact, estimates based 
on constant prices suggest that the share fell by 8 per cent 
between 1970 and 1983.247 


Finally, it is also important to note that for the region as a 
whole, the shares of the non-material sphere in total fixed assets 
diverged much less at the end of the review period than at its 
beginning. In fact, leaving aside Poland, the shares clustered 
fairly narrowly around one third of total fixed assets by 1983. 


(d) The changes in the factor inputs described above can be 
assessed in two basic ways. The first refers back to generally 
accepted theory on the development of the primary, secondary 


247 Past editions of the CMEA statistical yearbook (Statisticheskii ezhe- 
godnik stran-chlenoyv SEV 1981, Moscow, 1981, р. 51, Statisticheskii ezhe- 
godnik stran-chlenov SEV 1982, Moscow, 1982, p. 45) clearly used different 
price-base years for Poland compared with later editions. According to 
them, the share of the fixed assets in the non-material sphere in Poland 
fell continuously throughout the 1970s and into the early 1980s—from 45 
per cent in 1970 to 37 per cent in 1981. New figures for 1975 and 1980 
onwards appeared for the first time in Statisticheskii ezhegodnik stran- 
chlenov SEV 1983, (CMEA Statistical Yearbook 1983) Moscow, 1983, 
p. 45, but they cannot be directly linked to the former series. 


TABLE 4.6.3 


Investment in the non-material sphere 
(Percentage shares in total investment) 
a ee 


1971- 


1975 1976 1977 


1978 1979 1980 1982 


27.6 28.6 27.3 


Bulgaria 
Czechoslovakia 37.8 36.4 35.9 
German Democratic 

Republic . 20.6 20.9 21.8 
Hungary . 29.4 28.7 27.8 
Poland . 26.8 25.5 26.5 
Romania . 19.9 20.5 19.2 
Soviet Union Hl 26.1 26.2 


ЕВ ЕР ДНЕ АНИ НЕЕ НЕ нии 


Source: National statistics 


27.0 28.6 


27.5 а 04 2810) 4 29:3 
ое о, 317 81.6 
DDG A 22 ба В Dna 22'0: че 
267 IS oT 390 7 293 309 
dd Bit Bee W826 25.6, 363 
4 85’ 8 “irs” 18 “15.9 
25:5 = 2516 25.5505 быь 25.9 262 
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TABLE 4.6.4 


Fixed assets in the non-material sphere 


(Percentage shares in total fixed assets) 
eae Зе ев ee 


1970 1975 1980 1981 1982 1983 
Вшрапа 35.6 32.4 32.0 32.0 31.8 Syl) 
Czechoslovakia 34.5 34.4 33.4 B29) 32.8 39h) 
German Democratic 
Republic . CE) a CUP WBMES ies 36.5 35.8 
Hungary . 39.95% S14 D5. Oar 44 34.4 34.5 
Poland . 45.3 389 414 414 41.7 49.4 
Romania . 85 HD DD ABE Tad 
Soviet Union 38.3 ВВ ВЕ 988 33.0 


Source: Statisticheskii ezhegodnik stran-chlenov SEV 1984, (СМЕА Statistical Yearbook 
1984) Moscow, 1984, p. 43. 


а]п terms of the price series used after 1980, this figure is 34.4. 


and tertiary sectors. These suggest that the mature stage of indus- 
trialization is followed by faster development of the tertiary 
sector relative to both the primary and secondary sectors.?48 
Since the non-material sphere falls entirely into the tertiary 
sector (though it does not coincide with it), it could be expected 
that, at the present stage of development of the centrally-planned 
economies of the region, it would have begun to absorb a growing 
share of all factor inputs. At the least, it should not be lagging 
behind. 


The other yardstick is based on the specific development 
features of the non-material sphere, which originate in the 
tendency to aim for continuous improvement in the quality of 
services rather than constraining the use of factor inputs. Three 
considerations appear highly relevant. First, labour inputs play a 
key role in most non-material activities, as within it the intellec- 
tual and often creative component dominate physical and routine 
work. Therefore, increases in capital intensity in these activities 
do not aim to, and do not bring about, savings in manpower 
comparable to those attainable from the same source in the ma- 
terial sphere. Secondly, the overall tendency to faster growth of 
non-material services relative to the material sphere, even if 
accompanied by unchanged capital intensity levels relative to the 
material sphere, suggests that both gross investment and fixed 
capital expenditure in the non-material sphere should grow by at 
least the same rates as in the material sphere. If they do not, then 
the capital intensity of non-material sphere activities will grow 
less than the average for the economy as a whole, or even 
contract. Finally, development of non-material activities, unlike 
those in the material sphere, does not necessarily imply any 
decrease in material inputs per unit of the services provided. 
Indeed unit material costs in the non-material sphere have a 
tendency to increase as the level and quality of services (health 
care, education, etc.) improves.*4? Altogether, this interpretation 


248 Тре different roles of the three sectors, primary, secondary and 
tertiary, at different stages of economic development were already 
described by A. G. B. Fisher, The Clash of Progress and Security, 
MacMillan & Co., Ltd., London, 1935, pp. 13-43. This was further elab- 
orated by the same author in “Production, Primary, Secondary and Terti- 
ary”, Economic Record vol. XV, No. 28, June 1939 and later on especially 
by C. Clark, The Conditions of Economic Progress, London, MacMillan, 
1940 and S. Kuznets, Modern Economic Growth—Rate, Structure and 
Spread, Yale University Press, New Haven and London, 1966 

*49This specific feature of the non-material sphere is frequently 
referred to by most specialists, e.g. V. M. Rutgaizer, ор. ©, р. 13: “In 
most kinds of activities which belong to the non-productive sphere, 
raising the level of consumption of materials is a pre-condition for raising 
the quality of services, a factor which contributes to more efficient 
functioning of the corresponding non-productive branches.” 


Eastern Europe and the Soviet Union 


of non-material sphere development also suggests that, under 
normal conditions, the pace of factor inputs in the non-material 
sphere (employment, gross investment, fixed assets) should 
expand at rates higher than the average for the economy as a 
whole. 


Viewed in this general way, changes actually observed in the 
shares of the non-material sphere in the totals of the various 
factor inputs in the east European countries and the Soviet Union 
indicate the presence of a definite imbalance.5° Labour inputs 
grew almost continuously faster in the non-material than in the 
material sphere. While gross fixed investment did not show any 
clear trends, fixed assets in the non-material sphere generally 
grew more slowly than in the material sphere. Hence, with a few 
exceptions in individual years for some countries, the growth of 
capital intensity in the non-material sphere lagged, in some coun- 
tries substantially, behind that in the material sphere (table 
4.6.5). Since these trends are not reflected in any document on 
longer-term development policy, its roots probably lie in the 
general development features of the region, in particular in the 
second half of the 1970s and the beginning of the 1980s. 


Since these developments in the supply of basic factors to the 
non-material sphere can hardly be explained in terms of its own 
internal requirements, they appear to have taken place in 
response to developments in the material sphere—primarily the 
decelerating trends of output growth and, above all, to declining 
capital productivity of the material sphere itself. In other words, 
smaller increments in the resources available for investment 
which resulted from decelerating NMP growth, together with 
falling capital productivity in the material sphere itself, made 
necessary an increase in the share of the material sphere in total 
investment and ultimately in fixed assets. Domestic analyses of 
recent developments arrive at similar conclusions.?>! 


Taking into account the substantially different and to some 
extent unexpected economic events which marked the end of the 
1970s and the beginning of the 1980s, the lags in non-material 
sphere development described above could be considered as a 
deviation from the long-term development orientation expressed 
in policy documents. If it continues, however, it may result in 
substantial problems—not only for the non-material services 
provided to the people but also for the material sphere itself. 
Econmic and social development is heavily dependent on 
services Originating in the non-material sphere—not only techni- 
cal progress and the development of the qualifications of the 
work force, particularly specialist and managerial skills, but also 
the public health and welfare of the community as a whole. 


250 A warning that any lag in development of the non-material sphere as 
compared with the material one may have negative effects on overall 
developments was pointed out by the Hungarian economist A. Brody as 
early as 1969: “The rate of development of housing, passenger transport 
and services in general, but also that of education and health, perma- 
nently and significantly lags behind the rate of development of other 
sectors of the economy. This neglect has by now already had а hampering 
effect on the overall pace of development, though ostensibly this neglect 
was planned in order to accelerate growth by concentrating on the devel- 
opment of industry and other ‘productive’ branches”. A. Brody, Ertek és 
ujratermelés (Value and reproduction), Budapest, Akademiai Kiado, 
1969, p. 357. 


251 According to Soviet sources this also explains longer term develop- 
ments in the non-material sphere of the Soviet Union since 1960: “A 
certain deterioration in the capital productivity of the fixed assets in the 
productive sphere, which had to be compensated by a relative rise in the 
shares of productive gross investment, was reflected in the structure of 
utilization of the national income of the Soviet Union. The share of allo- 
cations to non-productive fixed assets in the accumulation fund in 1960 
was estimated at 25.1 per cent (at current prices), in 1970 at 22.6 per cent 
and in 1973 at 23.7 per cent”. V. M. Rutgaizer, op. cit., р. 10. As noted 
earlier (in footnote 232) “productive sphere” means what is here termed 
the “material sphere” of the economy. 
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TABLE 4.6.5 


Capital intensity 
(Annual percentage change) 


ee eee a и—е—— 


1971- 
1975 1976 1977 1978 1979 1980 1981 1982 1983 

Bulgaria 

Total. VD) U3 9.7 7.0 6.0 6.7 4.4 7.0 7.4 

Material sphere 8.9 7.8 10.4 7.8 6.4 8.1 4.0 7.8 all 

Non-material sphere. 1,5) Bes 8.3 4.8 5.2 2.0 5 5:7 7.9 
Czechoslovakia 

Total. с 5.0 5.9 4.8 4.7 4.5 4.4 4.9 4.4 3.8 

Material sphere 5.4 6.7 5.8 5.8) 5.4 555) 6.2 4.9 4.2 

Non-material sphere. 3.6 37 2.1 2.6 Dal 2 1.9 3.0 3.0 
German Democratic Republic 

Total. Е 37 35 3.4 35) 3.5 3.8 3.9 87 3.3 

Material sphere 5.8 5.0 4.8 4.7 4.5 5.6 Dy? 5) 4.7 

Non-material sphere. —0.1 0.9 0.7 2 ПЫЛ 0.5 0.9 0.3 0.2 
Hungary 

Total. A 55) 5.6 5.5 5 5 6.4 4.1 4.0 

Material sphere 6.4 6.6 6.0 6.2 6.7 6.9 4.0 57 

Non-material sphere. р 1.6 4.0 2.5) 1.9 4.1 4.8 —1.3 
Poland 

Total. : 2.8 6.1 5.5 5.9 4.6 3.9 2.4 5.0 72.3} 

Material sphere 5.7 9.5 8.2 8.3 5.8 эй 8:2 4.9 2.8 

Non-material sphere. 05 1.7 2.3 2.3 2.1 0 00 49° * = 0:3 
Romania 

Total. A 8.9 8.7 9.7 8.6 8.2 8.1 7.9 8.1 8.1 

Material sphere 11.6 ley 10.1 10.6 9.1 8.7 8.9 8.9 8.7 

Non-material sphere. 2.0 —2:1 11.6 1.0 57) 73 4.0 5.6 6.6 
Soviet Union 

Total. : 5.9 3 5.3 9.3 5.3 Syl 5.3 4.6 6.5 

Material sphere ei 6.5 6.1 6.2 6.4 6.2 6.2 6.0 6.4 

Non-material sphere. 31 3.6 33 2.8 2.6 2.5 3:2 4.0 4.0 


Source; National statistics. 


4Fixed assets per employee 


(iii) Indicators of non-material sphere services 


For well-known reasons, it is difficult to aggregate non- 
material sphere activities. They are not only extremely varied in 
nature—which is also true for material activities—but they cannot 
easily be valued in terms of their worth to the individual receiving 
them; or in terms of their worth to society. Finally, it should be 
mentioned that due to the very distinction made between the 
non-material and the material spheres, there are divergencies 
between economic theory and economic practice in the centrally 


planned economies with regard to the role of prices in measuring 
the value of output of the non-material sphere. 


Hence, output of the non-material sphere can be measured 
only indirectly and even so only at the level of individual activi- 
ties. In fact, three measurements of this kind are most frequently 
encountered in statistical sources and economic literature. The 
first is based on the measurement of the volume of potential 
services quantified according to a relevant output parameter 
factor. This measurement is usually applied to health services, 


TABLE 4.6.6 


Number of doctors, including dentists, per 10,000 of the population 


—_———_ 8—8—8—6&Д&ДЯБД ы&ЫШ—б68б68б8б6бФ бб 5555 кккококк_к_к_к__д___ы—— 


1983-1970 

1970 1975 1980 1981 1982 1983 (per cent) 
Bulgaria 222) 25:1 30.0 30.4 317 32.9 148.2 
Czechoslovakia 23.1 27.0 32.4 33.2 34.1 34.8 150.6 
German Democratic Republic. 20.3 23.6 26.1 26.7 27.5 28.2 138.9 
Hungary . 22.0 24.9 28.1 28.8 29.5 30.0 136.4 
Poland . 193 DAT DRS р 23 23:5 ТЕ 
Romania . 14.7 15.9 17.9 18.5 19.5 19.7 134.0 
Soviet Union? . 27.4 92.7 Meo 38.5 39:5 40.4 147.4 


ВОВЕ EEE 


Source: Statisticheskii ezhegodnik stran-chlenov SEV 1981 (СМЕА Statistical Yearbook 1981), Moscow, 1981, р. 444; ibid., 


pp. 421 and 467; ibid., 1984, p. 405 


aIncluding dentists with special vocational training 
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TABLE 4.6.7 


Hospital beds per 10,000 of the population 
ee SS 


1983-1970 

1970 1975 1980 1981 1982 1983 (per cent) 
Bulgaria . Hi 85.8 90.8 90.7 91.0 91.1 118.2 
Czechoslovakia eee 99.9 98.7 99.8 99.9 100.0 101.0 101.1 
German Democratic Republic. 1110 0S:0w1 03:0 m1 0220) 10320 10220 91.9 
Hungary . 78.6 80.9 84.2 85.4 86.4 87.1 110.8 
Poland . 74.1 74.7 71.6 Ailes 70.5 70.1 94.7 
Romania . 80.8 89.4 89.6 89.2 89.3 89.4 110.6 
Soviet Union 109.0 118.0 125.0 126.0 127.0 128.0 117.4 


р д АА ААА дд 
Source: Statisticheskii ezhegodnik stran-chlenov SEV 1981, (СМЕА Statistical Yearbook 1981) Moscow 1981, p. 443; ibid., 1983, p. 421; 


ibid., 1984, р. 405. 


where the volume of potential services is usually expressed by 
the average number of doctors or the number of hospital beds per 
10,000 of the population. The second kind is based on some 
conventional measurement of the volume of services themselves, for 
instance, the number of recipients. This type of measurement is 
usually applied when dealing for example with education, and is 
expressed by the number of those receiving education or a 
similar service per 10,000 of the population. The third kind of 
measurement is still more indirect, since the service is assessed 
according to its influence on the length or quality of human life 
or on the standard of living etc. Various demographic indicators 
rank among most frequent indirect measurement of the output, 
or at least of the end result, of certain branches of the non- 
material sphere. 


The purpose of this section is to summarize some indicators of 
the “output” of the non-material sphere. Since, as noted, few 
systematic aggregated data are available, a number of partial 
measurements of non-material sphere activities will be pre- 
sented, chosen mainly because of the availability of comparable 
time series for all the countries concerned. 


(a) Table 4.6.6 shows the development of health services in 
terms of the number of doctors (including dentists) per 10,000 of 
the population. 


The table suggests three main conclusions. In 1970, the 
number of doctors in most countries of the region calculated on 
this basis averaged about 20. Romania lagged behind this average 
by somewhat more than one quarter. The Soviet Union was 
about one third higher. Between 1970 and 1983, the number of 
doctors per 10,000 inhabitants increased in all the countries 
concerned but at different rates. By 1983 the number had risen by 
one half compared with 1970 in Bulgaria, Czechoslovakia and the 
Soviet Union, by about one third in the German Democratic 
Republic, Hungary and Romania and by one fifth in Poland. 


Poland, and especially Romania, lagged significantly behind the 
regional average while the Soviet Union remained markedly 
above it. Altogether, the figures indicate a significant rise in the 
volume of health care available.?5? 


A somewhat different picture emerges from table 4.6.7 which 
shows the number of hospital beds per 10,000 of the population. 


The table indicates substantial inter-country variations at the 
beginning of the period. The average number of beds per 10,000 
inhabitants in Poland was only two thirds of that in the German 
Democratic Republic. A much more striking observation is the 
quite divergent inter-country variations between 1970 and 1983. 
While the average number of hospital beds per 10,000 inhabitants 
stayed virtually constant in Czechoslovakia, it rose markedly in 
Hungary and Romania and even more quickly in the Soviet 
Union and Bulgaria. In contrast, the indicator declined markedly 
in Poland and the German Democratic Republic. Thus, initial 
inter-country variations widened. The figure for Poland in 1983 
was only 55 per cent of that for the Soviet Union. A comparison 
of changes in the number of doctors and the number of hospital 
beds per 10,000 inhabitants also indicates another feature 
common to all the countries concerned—the number of doctors 
grew substantially faster than the number of hospital beds. This 
can be partly explained in terms of the growth of preventive as 
distinct from curative medicine. But the growing discrepancy 
between the two, especially when the ageing of the population is 
taken into account, may also indicate a tendency to promote 
“extensive” rather than “intensive” development of the health 
services. 


252 Besides the rise in the volume of health care, all countries aim at 
improvement in its quality which has also been promoted through special 
programmes of co-operation within CMEA. For details see Mu/tilateral 
Scientific and Technological Cooperation among the CMEA Member Coun- 
tries, CMEA Secretariat, Moscow 1982, pp. 167-174. 


TABLE 4.6.8 


Children in pre-school establishments per 10,000 children of pre-school age 
к eee 


1970 


1975 1980 198] 1982 


Bulgaria 4095 
Czechoslovakia 3 466 
German Democratic Republic. 5 045 
Hungary . 3710 
Poland . 1 879 
Romania . 1 855 
Soviet Union 3 141 


4672 5 089 5 136 5 248 525 
3 607 4969 5 230 5 487 5 707 
7204 7896 8 031 8 129 8 224 
4 750 2959 6198 6335 6513 
2610 2935 2848 2825 2847 
3 761 4 268 4297 4 258 

3759 4459 4553 5 487 5 707 


м— SSSSFSSSSSSSSSSSmmmmMHeFeFeFeFeFFFsMsSsmsmsfseseF 
Source: Statisticheskii ezhegodnik stran-chlenov SEV 1981 (CMEA Statistical Yearbook 1981), Moscow, 1981, р. 422: ibid., 1983 


р. 400; ibid., 1984, р. 384 
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TABLE 4.6.9 


Numbers receiving education per 1,000 of the population 


3 1970- 
1971 

Bulgaria 181 
Czechoslovakia 198 

German Democratic Republic. 200 

Hungary . 171 

Poland . 242 

Romania . 193 

Soviet Union 248 


Е ЗИ Е VET) (Gal UR gale! STE ee ly © 


1975- 


1977- 1980- 1981- 1982 1983- 
1976 1978 1981 1982 1983 1984 
173 171 163 164 166 169 
189 191 197 199 199 199 
202 199 184 177 171 167 
162 161 164 168 171 174 
219 208 193 187 184 184 
201 209 209 208 208 208 
234 224 216 214 218 209 


Source; Calculated on the basis Statisticheskii ezhegodnik stran-chlenov SEV 1981 (CMEA Statistical Yearbook 1981), Moscow 1981, 


pp. 8 and 423-427; ibid, 1984, pp. 8 and 385-389. 


4 Students in general educational establishments, vocational schools, specialized secondary schools and higher educational estab- 


lishments (including universities). 


(6) Tables 4.6.8 and 4.6.9 illustrate some aspects of education, 
the potential output of which is measured by the number of re- 
cipients of various kinds. 


Table 4.6.8 confirms that all the centrally planned economies 
of the region continue to give priority attention to the provision 
of pre-school facilities. Indeed, the service is an important 
precondition of the high participation rates of women in the work 
force which characterizes all countries of the region. 


The table shows that as early as 1970, the number of children 
attending pre-school establishments varied between two out of 
ten of pre-school age children in Poland and Romania and five 
out of ten in the German Democratic Republic. Between that 
year and 1983, this ratio increased in all the countries and has 
now reached five or more in all countries but Poland and 
Romania. By far the most advanced country in this respect at 
both the beginning and the end of the period was the German 
Democratic Republic.23 By 1983, an average four out of five 
children of pre-school age attended such institutions in that 
country. 


The number of people receiving education is another indicator of 
services Originating in the non-material sphere. Table 4.6.9 
shows that it was rather high in 1970/1971, ranging between 171 
(Hungary) and 248 (the Soviet Union) per 1,000 of the popu- 
lation. This reflects among other things free education at all 
levels in the countries reviewed. During the 1970s there was 
some decline in the numbers concerned in all countries except 
Romania.254 This can be mainly explained by changes in the age 
structure of the population, i.e. the declining share of the school- 
age generations. From 1980/1981 the number of people receiving 
education per 1,000 of the population increased somewhat in two 
countries and remained fairly stable in the others. Finally it is 
also noteworthy that the differences between individual coun- 
tries in 1983/1984 were smaller than in 1970/1971. 


(c) Some indications of the non-material services, especially 
health and social security services, can also be derived from the 


253 However, it is worth noting that, according to national sources “the 
number of créche places is constantly rising for the demand from parents 
still exceeds availability”. The German Democratic Republic (in English), 
Berlin, Panorama, 1981, p.202. 

254 The difference between Romania and other countries originates 
partly in the fact that the number of those reported as attending special 
secondary schools in 1977/1978 as compared with 1976/1977 increased by 
58 per cent—Statisticheskii ezhegodnik stran-chlenov SEV 1981 (CMEA 
Statistical Yearbook 1981), Moscow 1981, p. 425. This suggests some 
statistical or classification discrepancies. 


demographic indicators presented in tables 4.6.10-4.6.13. These 
indicators are presented as five-year averages from 1960-1965 
onwards. 


The first set of important changes can be seen with regard to 
infant mortality (table 4.6.10). In the first half of the 1960s, infant 
mortality in eastern Europe varied substantially between coun- 
tries, ranging from 23 per thousand live births in Czechoslovakia 
to 60 per thousand in Romania. Over the following 20 years, all 
countries of the region took measures to decrease infant mortal- 
ity and all succeeded in doing so. However, average infant 
mortality estimates for the current quinquennium indicate that 
results were not uniform. By far the most successful country in 
this respect was the German Democratic Republic, which cut 
infant mortality to virtually one third of the 1960-1965 average.?55 
In most other countries, infant mortality fell below half the rates 
registered in 1960-1965. Altogether, significant gains were made. 


TABLE 4.6.10 


Infant mortality per 1,000 births 


1960- 1965- 1970- 1975- 1980- 
1965 1970 1975 1980 1985 
Bulgaria 36 31 26 D2 20 
Czechoslovakia 23 23 21 19 16 
German Democratic 
Republic . 31 21 17 13 12 
Hungary . 44 36 34 27 21 
Poland . 51 36 7 23 21 
Romania . г 60 52 40 31 26 
Eastern Europe. 44 36 28 23 20 
Soviet Union 32 26 26 29 25 
Source: Population Division, Department of International Economic and Social Affairs 


of the United Nations Secretariat 


These and other demographic changes can be understood as an 
indirect reflection of activity in the non-material and material 
spheres. Data on life expectancy at birth (table 4.6.11) are shown 
for the east European countries individually and as a group. 
Similar data have not been published by the Soviet Union in 
recent years. 


255 According to national sources “This advance is to a large extent 
attributable to intensive pre-natal care as well as improved obstetric and 


paediatric care”. The German Democratic Republic, op. cit., р 267. 
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TABLE 4.6.11 
Life expectancy at birth 
(Years) 

1960- 1966- 1970- 1975- 1980- 
1965 1970 1975 1980 1985 
Bulgaria . 70.0 70.8 71.0 TANS) 02.3 
Czechoslovakia 70.3 70.1 70.0 70.5 71.6 
German Democratic Е 
Republic . 70.3 Ne} 71.2 71.6 VAG 
Hungary . 68.7 69.2 69.7 69.9 Te? 
Poland . 68.3 69.9 70.6 70.9 72.0 
Romania . 66.8 68.4 69.0 69.8 70.9 
Eastern Europe. 68.8 69.8 70.2 70.6 ed 


Source: As for table 4.6.10. 


These data suggest two main conclusions. At the beginning of 
the period, life expectancy at birth between individual east Euro- 
pean countries varied very little (by about three years). The table 
shows that life expectancy increased in all east European coun- 
tries over the last quarter of a century by an average of about 
three years. 


The life expectancy data discussed above are further illumin- 
ated by data on /ife expectancy at birth by sex. These show a sig- 
nificant and still rising difference between male and female life 
expectancy (table 4.6.12). The difference apparent at the begin- 
ning of the review period ranged between four and five years in 
all the countries concerned. This is of course a common feature 
in all countries. But over the following quarter of a century, the 
differences between male and female life expectancy continued 
to grow. There are a few striking features. On one hand, dif- 
ferences in male-female life expectancies in some of the 
countries concerned, especially in eastern Europe, widened 
considerably between 1960-1965 and the current quinquennium. 
On the other hand the inter-country difference between the male 
and female life expectancy gap was quite small at the beginning 
of the period. But by 1980-1985, estimates suggest that the sub- 
stantial increase recorded is reaching almost four years (the 
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margin between 5.4 years in Bulgaria and 8.9 years in the Soviet 
Union). 


Finally, probably the most striking feature is the fact that the | 
difference between male and female life expectancies in some 
countries in individual periods (Czechoslovakia in 1965-1975; the 
German Democratic Republic in 1971-1975; Hungary, Poland 
and the Soviet Union in 1975-1980) widened in part because of a 
temporary contraction in male life expectancy.2** This was par- 
ticularly important for the Soviet Union, where male life expect- 
ancy remained unchanged in 1960-1975, dropped slightly in 
1976-1980 and recovered during the current period. The exact 
reasons for such contractions can only be guessed at. One 
possible explanation is the so-called “war-generation effect”, 
which indicates that people especially affected by the last war 
tend to experience high mortality when they reach late middle or 
early old age. 


However, to the extent that they arise from the same causes as 
in other countries (professional, family and other social stresses, 
loneliness, alcoholism, etc.) this may indicate that some aspects 
of the health and social security services were not sufficiently and 
properly prepared to face such problems, especially those affect- 
ing the elderly.257 This seems, judging by the rise in the inter- 
country margin of difference, to have been the case in some 
countries more than in others. 


256 This phenomenon was also noticed by the World Health Organiz- 
tion. See for example A. Lopez: “Recent trends in life expectancy in the 
developed countries”. WHO Chronicle, vol. 36, No. 6, WHO, Geneva, 
1982, pp. 234-235. 


257 In one way or another this was also reflected in the five-year plans of 
the countries concerned for the 1981-1985 period. In the chapter on 
health and social care of the Hungarian five-year plan, it was stated for 
instance that: “Social care of the aged group shall intensify. The forms of 
family-based care must be widened; so must the day-care institutions 
located in the dwelling areas, further the network of social-working and 
social homes for the aged.” “Act on the Sixth Five-Year Plan of the 
National Economy”, Hungaropress Economic Information, Budapest, 
Hungarian Chamber of Commerce, 1980, No. 21-22, p. 8. 


TABLE 4.6.12 


Life expectancy at birth by sex 
(Years) 


1960. 1966- 1970- 1975 1980- 

1965 1970 1975 1980 1985 

Bulgaria Male 68.2 68.8 68.7 68.7 69.7 
Female 71.9 73.0 155) 73.8 75.1 

Czechoslovakia Male 67.5 66.9 66.6 67.0 68.2 
Female (BY? 73.4 35 73.8 75.1 

German Democratic Republic. Male 67.9 68.8 68.6 68.8 69.8 
Female 72.9 74.0 73.9 74.6 77 

Hungary . Male 66.4 66.7 66.8 66.7 68.0 
Female 71.1 71.9 (PAG 73.3 74.2 

Poland . Мае 65.8 66.9 67.1 67.0 68.2 
Female 71.0 73.0 74.3 75.0 76.0 

Romania . Male 65.0 66.4 66.8 67.5 68.5 
Female 68.7 70.6 TANS) 122 73.6 

Eastern Europe Male 66.5 67.2 67.3 67.4 68.5 
Female Hless IPAS 1B? 74.0 75.1 

Soviet Union Male 65.5 65.5 65.5 65.0 66.5 
Female ИЗ 74.0 74.3 74.3 75.4 


Source: As for table 4.6.10 


Recent developments in the non-material sphere 


When it is recalled that output in the material sphere (NMP) in 
the review period expanded, it seems that the health and some 
other services originating in the non-material sphere need 
further strengthening.*°* Comments published from time to 
time in the socio-economic literature and in policy documents in 


the east European countries can be interpreted as direct confir- 
mation of such a conclusion.259 


(iv) The economic significance of the non-material sphere 


A question of special importance is the economic significance 
of the non-material sphere relative to the material sphere. An 
assessment faces several problems. Onthe one hand, some state- 
ments in general economic texts on the centrally planned econ- 
omies claim that the economic relations formed within the non- 
material sphere cannot, by their very nature, be considered the 
same as those in the material sphere. Some scholars of the coun- 
tries concerned even claim that they fall outside the science of 
political есопоту.260 On the other hand, other theoretical works 
do not deny the economic nature of relations within the non- 
material sphere, but claim that non-material output cannot be 
measured in value terms?! and are therefore not in principle 
comparable with the output of the material sphere. Neither 
approach is widespread and they are usually criticized and re- 
jected by experts in questions concerning the non-material 
зрвеге.?262 


Even if the principal arguments against measuring non- 
material sphere output in value terms are rejected, there remain 
other problems if the purpose is to compare its economic signifi- 
cance relative to material sphere output. Three of them seem 
particularly important. First, many non-material sphere services 
are provided free and therefore not priced. Second, the prices of 
paid services are not determined in the same way as prices in the 
material sphere. 


Finally, it should be mentioned that, aside from differences in 
approaches to economic theory, the economic policies in differ- 


258 As for the Soviet Union, a similar conclusion was made by Mr. 
M. S. Gorbachev, Secretary General of the CPSU: “Public health, for 
example, affects everyone’s interests. A truly democratic system of 
health care has been created in ourcountry. Atthe same time, one cannot 
help seeing that medical service does not meet today’s requirements in all 
respects. Party and Soviet agencies must pay greater attention to the work 
of public health institutions”. Pravda, 11 December 1984, p. 2. 


259 п 1982 Mr. T. Zhivkov, Head of State of Bulgaria and General 
Secretary of the CPB, while admitting achievements of health services in 
Bulgaria, stated: “If we are to examine things more closely and weigh the 
end results of the medical services as regards improvement of health, the 
lengthening of life expectancy, etc., we shall see that there are still a 
number of serious shortcomings in the medical services and that we can 
aim much higher in this field. Work on the medical front should be de- 
cisively improved in order to solve the problems which concern millions 
of people. These are the problems of prevention, diagnosis, treatment 
and rehabilitation, the standard of the medical services, etc.” T. Zhivkov, 
Present-Day Bulgaria—Problems, Guidelines, Solutions (in English), Sofia 
Press, Sofia, 1982, pp. 58-59. 

260 Such a point of view is expressed, for example, in N.A. Tsagolov 
(ed.), Kurs politicheskoi ekonomii (Textbook on political economy), tom 
I, Moscow, 1973, p. 56. 

261 A similar point of view was expressed as follows: “Attempts to 
assign a monetary value (dat’ denezhnuiu otsenku) to services of branches 
of the non-material sphere such as health care, education, etc., from our 
point of view cannot bring about positive solutions”, V. E. Kozak, Proiz- 
voditel’nyi i neproizvoditel’nyi trud (Productive and non-productive 
labour), Kiev, Naukova dumka, 1971, p. 162. 

262 A criticism of both the above concepts is given by V. M. Rutgaizer, 
op. cit., pp. 3-15; V.N. Kirichenko (ed.), Sotsial’nye problemy у perspek- 
tivnom planirovanii (Social Problems in Prospective Planning), Ekon- 
omika, Moscow, 1982, pp. 19-216 and T. I. Kor’iagina, Mezhotraslevye 
sviazy sfery bytovogo obsluzhivaniia (Intersectoral links of the sphere of 
everyday services), Moscow, Legkaia i pishchevaia promyshlennost, 
1983, pp. 5-19. 
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ent centrally planned economies do not exhibit the same attitude 
towards price formation in the non-material sphere. It is thus 
likely that the figures available are not fully comparable. 


While not minimizing the difficulties mentioned above, the 
economic significance of the non-material sphere in the centrally 
planned economies will be illustrated by two cases, drawing on 
estimates for two countries only: the Soviet Union and Hungary. 


In the Soviet Union, the economic significance of the non- 
material sphere is usually assessed according to the value of paid 
and free services. The value of paid services (housing, entertain- 
ment, municipal services, passenger transport and communica- 
tions for the population) is determined by multiplying the 
volume of services by the corresponding average tariff per unit of 
service provided. The value of free services (public education, 
public health services, etc.) is determined on the basis of outlays 
by the state, collective farms and other organizations.2% 


The value of services provided by the non-material sphere, 
determined in this way, can be considered as output of the non- 
material sphere in a conventional sense and, as such, it can be 
added to output of the material sphere. Table 4.6.13 illustrates 
the result for the Soviet Union. The material and non-material 
spheres are expressed both in gross terms (including intermedi- 
ate consumption of goods and services) and in net terms (net of 
both intermediate consumption of goods and services and de- 
preciation charges). 


TABLE 4.6.13 


Soviet Union: output of the material and non-material spheres 
(Billion roubles at current prices) 


1970 1975 1980 1983 

Gross social product? . 643.5 862.6 1078.5 1293.5 
Conventional gross output of 

the non-material sphere > . 52.8 70.6 92.3 95.3 
Conventional total gross output4 696.3 933.2 1170.8 1388.8 
Percentage share of the 

non-material sphere in total 

conventional gross output . . 7.6 7.6 7.9 7.4 
Net material product (NMP) 289.9 363.3 462.2 548.1 
Conventional net output of 

the non-material sphere. 25.6 37.6 49.5 53.6 
Conventional total net output. 955 400.9 eye 601.7 
Percentage share of the non- 

material sphere in the total 

conventional net output. . . 8.1 9.4 9.7 8.9 


Source: ECE secretariat, based оп Narodnoe khoziaistvo SSSR у 1983 г. (Statistical Year- 
book of the USSR 1983), Moscow, 1984, pp. 47, 385, 393, 407.V.N. Kirichenko, op. cit.,p. 207 


4Including intermediate consumption of goods and services 
b Paid and free services of the non-material sphere to the population only 


© Wages and salaries of employees in the non-material sphere 


The data in the table indicate that over 1970-1983, the non- 
material sphere of the Soviet Union accounted for 7-8 per cent of 
the total conventional gross output of the country (i.e. the sum of 
gross material product and conventionally determined gross 
output of the non-material sphere, including intermediate 
consumption).264 On the net output basis shown, the share of the 


263 Metodicheskie ukazaniia К razrabotke gosudarstvennykh planov 
razvitiia narodnogo khoziaistva SSSR, (Methodological instructions for 
elaboration of state plans of development of the national economy of the 
Soviet Union), Ekonomika, Moscow, 1974, pp. 487-489. 

264 Similar findings relating to the share of the non-material sphere in 
total gross national production of goods and services are presented in 
у. М. Kirichenko (ed), op. cit., р. 206 
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TABLE 4.6.14 


Hungary: output of the material and non-material spheres 
(Billion forints at 1981 prices) 
lie On i Е А 


1975 1976 1977 1978 1979 1980 1981 1982 

Gross social product? . 15221 15743 1686.0 1773.0), 18123) 1800.7 1851.901899-1 
Conventional gross output of 

the non-material зрпегеа в. 154.8 162.9 170.2 184.5 194.1 199.8 211.2 218.8 
Conventional total gross 

output4. 1676.9 1737.2 1856.2 1957.5 2006.4 2000.5 2063.1 2117.9 
Percentage share of the 

non-material sphere in total 

conventional gross output 9.2 9.4 9.2 9.4 9.7 10.0 10.2 10.3 
Net material product . 520.3 535.9 574.0 596.8 603.8 598.4 613.5 629.7 
Conventional net output 

of the non-material sphere . 60.0 62.4 64.5 69.9 67.8 71.5 74.1 75.6 
Conventional total net output 580.3 598.3 638.5 666.7 671.6 669.9 687.6 705.3 
Percentage share of the 

non-material sphere 

in total net output 10.3 10.4 10.1 10.5 10.1 10.7 10.8 10.7 


Source: ECE secretariat, based on Népgazdasagi mérlegek 1970-1977, Budapest, 1977, pp. 31, 34 and ibid., 1975-1982, Budapest 1984, 


pp. 15 and 18-21. 


4Including intermediate consumption of goods and services. 


b Personal and economic services, health, social and cultural services and also public administration and other services. 


non-material sphere in the total is somewhat higher, reflecting 
the lower material intensity of the non-material sphere. Even so, 
the share of the latter in total output as defined remains at the 
level of 8-10 per cent. 


Hungary reports basic figures on the value of non-material 
services on a regular basis. For the sake of comparison, in table 
4.6.14 they are presented in the same gross and net terms as for 
the Soviet Union. Although the underlying methodology is 
different from the one used for the Soviet Union, the share of the 
non-material sphere is virtually the same as in the Soviet case: 
9-10 per cent of gross output and 10-11 per cent of net output. 


In the Soviet case, the low share of the non-material sphere in 
total national output can be partly explained by the fact that non- 
material sphere output is limited to the provision of paid and free 
services to the population. It seems, nevertheless, that the 
methods usually applied to calculate the economic significance 
of the non-material sphere substantially underestimate it. This 
conclusion can be drawn on both theoretical and empirical 
grounds. On one hand, statements based on the statistical 
methodology of the centrally planned economies suggest that the 
calculation of national output according to the SNA concept in 
the developed market economies “overstates” their national 
output relative to the MPS system by 20-25 per cent, due pre- 
cisely to the inclusion of non-material sphere.2° If so, this means 
that the share of the non-material sphere in total national output 
(i.e. including the non-material sphere) should be roughly 17-20 
per cent, (i.e. 20/120 to 25/125) if it is assumed that at the begin- 
ning of the 1980s the centrally planned economies concerned 
were at an overall level economic development comparable with 
that of developed market economies in the mid-1960s. If their 
general level of development was higher than that, the share of 
the non-material sphere in national output should be even 
higher. 


Moreover the fact that in 1970-1983 the share of the non- 
material sphere in total Soviet employment ranged between 22 


265 А. I. Petrov (ed.), Kurs ekonomicheskoi statistiki (Handbook of 
Economic Statistics), Moscow, Statistika, 1967, р. 181. 


and 27 рег cent (table 4.6.2), in fixed assets between 38 and 33 per 
cent (table 4.6.4) and in total net output only between 8 and 10 per 
cent (table 4.6.13) strongly suggests an undervaluation of the 
non-material sphere. This may result, in particular, from price 
formation policies. The fact that virtually the same relative size 
of the material and non-material spheres is found in Hungary 
suggests that the same may be the case in most other centrally 
planned economies concerned. 


Available information suggest that economic policy towards 
the non-material sphere in most centrally planned economies has 
two important features. First, except for Hungary, the average 
level of wages in the non-material sphere is lower than in the 
material sphere (table 4.6.15). The difference is substantial in the 
Soviet Union, but less so in Czechoslovakia at the other end of 
the range. The nature of non-material activities (education, 
health services, science and scientific service management etc.) 
suggests that average skill levels in the non-material sphere must 
be markedly or substantially higher than the average for the 
material sphere, so that “real” wage differentials may be more 
even than they appear at first sight. Second, because of the theor- 
etically determined view of the role of non-material services 
described in the first sub-section above, only the wages of the 
labour force are employed when calculating the value of output 
or determining the rise of output. The implicit assumption here 
is that labour inputs in the non-material sphere do not create any 
Surplus above wages, or any operational surplus. Accordingly, 
valuation of the services supplied by the non-material sphere 
does not include any return on fixed assets employed in this 
sphere, even if they are significant in both absolute and relative 
terms as, for example, in the housing sector. Furthermore, for 
some non-material services, valuation does not even include 
depreciation charges in some countries. 


Thus the interpretation of the non-material sphere as “non- 
productive” as against the material sphere as “productive” has 
direct consequences in estimating the economic significance of 
the non-material sphere. Many commentaries on the nature of 
non-material services hold that such consequences have negative 
effects both from the point of view of non-material services 
themselves and development of the national economies as a 
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TABLE 4.6.15 


Average monthly wages 
(National currencies) 


a = I a Sy 


1983-1970 


1980 1981 1982 1983 indices 


a ee ee ae СЕН. 


1970 1975 
Czechoslovakia 
Material spheretees saen sae. 1958 2527] 
Non-material sphere.......... 1868 2225 
Non-material/material sphere, 
PELCOM aL ES erential tee 95.4 95.6 
Hungary 
Matenialispherem astern 3014 
Non-material sphere.......... 3076 
Non-material/material sphere, 
ос ро see 102.0 
Soviet Union 
Material:sphere ............. 126.4 53.5 
Non-material sphere.......... 126.4 153.5 
Non-material/material sphere, 
ЕЕ о обо ao ee 77.4 79.5 


2685 2730 2799 2859 146.0 

2496 2528 2565 2590 138.7 
93.0 92.6 91.6 90.6 

b 

4037 4315 5545 4759 — 1519 

4265 4479 4774 4977 161.8 
105.6 1038 104.9 104.6 

178.0 1825 1880 1921 1520 

178.008 R18258 188.01 N90 14 1520 
79.4 78.5 77.4 76.4 


Sources: Statisticka roéenka CSSR 1977 (Statistical Yearbook of Czechoslovakia 1977), р. 187; ibid., 1984, р. 191, Statisztikai évkonyy 
1983 (Statistical Yearbook of Hungary 1983), p. 57; ibid., 1984, p. 57, Narodnoe khoziaistvo SSSR v 1983 godu (Statistical Yearbook of the 


USSR 1983), pp. 385 and 393. 


4Socialist sector only (excluding agricultural co-operatives). 


b 1983/85. 


whole.” Indeed, both experts on the non-material зрВеге?67 and 
many policy documents in the countries concerned repeatedly 
stress the role played by many non-material services in recent 
economic and overall developments.?* 


266 This was pointed out БУТ. I. Kor’iagina, op. cit., р. 10: “In branches 
of the non-material sphere, conditions of price formation and economic 
management have been applied which differ from those in the branches 
of the material sphere. Among other things, capital intensity is not taken 
into account in determining profit norms and prices. As a rule there are 
no charges on fixed assets and no turnover tax; prices do not provide for 
sufficient profitability of activities to make possible the participation of 
branches and associations in financing their expanded reproduction; the 
wage system does not ensure the dependence of wages on performance; 
the level of wages is considerably lower than in the branches of the ma- 
terial sphere, and, furthermore, the difference between the two is increas- 
ing; in the planning of wage increases, material sphere branches have 
been given priority, etc. Thus considerations of the non-productive 
character of work in the non-material sphere of the national economy, 
which at first glance have a purely theoretical nature, acquire a shade of 
meaning which is far from harmless (priobretaiut daleko ne bezobidnyi 
ottenok). Non-productive work retains in full the status of second-rank 
work as far as its significance in the national economy is concerned.” 

267 For example E. Agabab’ian, op. cit., p. 120: “Being a source of spe- 
cific use values, independently of the character and the direction of their 
utilization, the non-material sphere plays a role of a growth catalyst of the 
main productive force of society, and acts as a pre-condition of the quali- 
tative transformation of the whole system of its productive forces.” 

268 Two examples of this are as follows: “The results of scientific and 
technical development and their application have not yet met the require- 
ments of the national economy. We did not succeed in reaching a sub- 
stantial acceleration of the research-development-production-utilization 
cycles and there is significant potential for improvement of the technical 
standard and quality of our output.” AHlavni sméry hospodarského a 
socialniho rozvoje CSSR па léta 1981-1985 (Main Directions of Economic 
and Social Development of Czechoslovakia in 1981-1985), Supplement to 
Rudé pravo, February 1981, р. 3. “There exists а ‘no-man’s land’ between 
the scientific elaborations, the things created at the scientific research 
institutes, the design and technology bureaux and their implementation. 
This ‘no-man’s land’ is there because there is no economic mechanism 


Taking into account all the considerations presented so far, it 
seems that the centrally planned economies, within the general 
policy of emphasizing intensive (i.e. resource efficient) use of 
factor inputs, are rightly paying special attention to the develop- 
ment of the non-material sphere. Policy documents lay down 
requirements ranging from calls to improve the work of indi- 
vidual branches of the non-material sphere (the health services, 
education, science and implementation of its outcomes) etc.,?6? 
via the better linkages with related branches of the material 
sphere, to the reconsideration of priorities in the broadest 
зепзе.270 It can be assumed that in one way or another these ideas 
will be reflected in the five-year plans for the 1986-1990 period 
and in the long-term development programmes to 1995 or 2000. 


for the introduction of scientific achievements in material production 
and in the other spheres as well... There is not a system, covering the 
entire cycle of intrduction—from the signing of the agreement to the 
mastering of the new technlogy and the realization of production.” 
T. Zhivkov, op. cit., р. 75. 


269 A requirement of this kind was mentioned explicitly in respect of 
education by Mr. N. Ceausescu, Head of State and General Secretary of 
the CPR, at the recently-held XIII Congress of the Communist Party of 
Romania: “We must continuously improve and raise the general level of 
education, securing highly trained staff, with vast professional technical 
and scientific knowledge in all fields”. Congressul al XII/—Lea All P.C.R. 
(XIII Congress of CPR), in English, Romania, Documents-Events, 19 
November 1984, p. 25. 

In the Soviet Union and some east European countries comprehensive 
reforms of the school system are underway. 

270 The need for such a reconsideration was referred to directly by 
Mr. T. Zhivkov, op. cit., pp. 57-58: “The services are acquiring a decisive 
significance for the biological development of man, for sustaining his 
vitality, his working capacities, for promoting his social and cultural de- 
velopment and so forth. There is nothing to fear if we are to slow down 
the development of some other sectors in order to concentrate our efforts 
here, because in this way we shall be able to create better conditions for 
life and work.” 


Chapter 5 


INTERNATIONAL TRADE AND PAYMENTS 


5.1 THE REBOUND IN WORLD TRADE AND FINANCIAL MARKETS 


World trade rose much more rapidly in 1984 than was expected 
one year ago. The fast expansion in trade flows was accompanied 
by a rebound in international financial markets and some easing 
in the external balance of debtor countries. 


These developments are examined below. Sub-section (i) 
summarizes the recent changes in trade, sub-section (ii) reviews 
developments in financial markets and the debt situation. 


(i) Main features of the trade recovery 


Following a 1-2 per cent increase in 1983, the volume of world 
trade rose at an annual rate of about 8 per cent in 1984. Much of 
this increase may be attributed to the import boom in the United 
States. But, given the great importance of western Europe in 
world trade, a considerable stimulus came also from the nearly 
6 per cent growth in imports into this region. There was also a 
resumption of import growth in the non-oil developing coun- 
tries. The effects of the recovery in the United States’ import 
demand were spread unevenly over the various regions: the 
impact was above average in Canada, Japan and south-east Asia, 
while it was comparatively smaller in the European economies 
due to the low intensity of trade between Europe and the United 
States. For western Europe, the impact of the rise in its own 
imports was probably more significant than the effect of the 
recovery in North America. Prices of internationally traded 
goods declined further in dollar terms, owing to the continued 
appreciation of this currency, the weakening of primary 
commodity prices and the slowdown of inflation in most indus- 
trialized countries. Changes in the regional pattern of current 
account balances followed the 1983 path: the deficit of the United 
States widened considerably, the surplus of Japan increased 
further and that of western Europe improved slightly. The defi- 
cits of OPEC and of the non-oil developing countries shrank, but 
in the latter the improvement was less spectacular than in the 
previous year. This section reviews these aspects in some detail, 
with special emphasis on the impact of the recovery in the United 
States. The section ends with an appraisal and outlook for world 
trade in 1985. 


(a) The uneven revival of world trade 


The volume of world trade rose at an annual rate of some 8 per 
cent in 1984, following 1-2 per cent growth in 1983 (table 5.1.1). 
About half of the increase was accounted for by the rise in the 
United States’ imports, but the increase in west European import 
demand also made a significant contribution. 


Among the developed market economies, the volume of 
exports grew fastest in Japan, but it also rose rather rapidly in 
North America, owing to the dynamism of the trade between 
Canada and the United States. Actually, despite the loss of 
competitiveness resulting from the appreciation of the dollar, 
United States’ exports grew nearly as much as those from 
Europe. 


TABLE 5.1.1 


World trade: recent changes in volumes and unit values 
(in US dollar terms), 1982-1984 
(Percentage changes from the previous year) 
1982 


1983 1984 


TRADE VOLUMES 
Exports 
Developed market economies . —1.0 2.0 8.0 
Developing market economies4 93 7:5 
European centrally planned economies eh Sit 5.0 


Total above —2.4 iS fs 
Imports 
Developed market economies. . . . = 2 10.5 
Developing market economies# 42 —4.4 4.0 
European centrally planned economies 22 a 5.0 
Total above —0.6 0.9 8.3 
UNIT VALUES 
Exports 
Developed market economies . . . . 4.2 4.3 3.0 
Developing market economies* . . . 5.3 6.6 15 
European centrally planned economies 3:5 2 т 
Total above 3.8 4.4 2.2 
Imports 
Developed market economies . . . . —0. 1 a3 —2.0 
Developing market economies® : 3.2 3.2 2.0 
European centrally planned economies 4.7 1.3 15) 
Total above 4.5 3.6 ht 
TERMS OF TRADE 
Developed market economies ee 2.0 1.0 —1.0 
Developing market economies. . . . — Dal 9 0.5 
European centrally planned economies —1.1 —0.1 — 


мЫФ— SSSSSSSSSSSSSSSSSSSSSSsSsSsS 


Source: United Nations, Monthly Bulletin of Statistics, October 1984. For 1984 andforthe 
centrally planned economies, ECE secretariat estimates based on national and international 
sources 


“Secretariat estimate, based оп IMF, World Economic Outlook (Revised), September 
1984 
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In the European centrally planned economies, the increase in 
exports was somewhat below the average: this largely reflects a 
relatively modest rise in the volume of Soviet exports, which in 
turn was due toa sharp fall in exports to the developing countries. 
East European exports to the developed and developing market 
economies continued to expand at some 10 per cent, an es- 
pecially high rate given that these exports are concentrated on the 
less buoyant west European market. Trade among the centrally 
planned economies appears to have accelerated, particularly 
among the east European countries. 


Exports from the developing countries increased at about the 
same rate as world trade. The strong recovery in North America 
and Japan provided a significant stimulus to their exports, as 
many developing countries conduct a relatively high proportion 
of their external trade with those countries. However, there were 
considerable differences among the various developing countries 
in the extent to which they benefited from that recovery. Trade 
in oil picked up and exports from the OPEC are estimated to have 
increased slightly in 1984. In the non-oil developing countries, 
export growth appears to have been stronger than expected, 
though most of this growth is accounted for by the exporters of 
manufactures. 


Changes in import volume differed substantially between the 
various regions. Imports into North America surged far above 
their pre-recession peak: in 1984 their volume was almost 30 per 
cent above their level in 1983. Imports into Japan also rose con- 
siderably, while in Europe they increased at a much slower pace— 
by some 6 per cent in the European market economies and by 
some 5 per cent in the centrally planned economies. However, 
this growth in European import demand was an important factor 
in the revival of European trade, given the high intensity of trade 
inside the region. 


Following two years of import cuts, the non-oil developing 
countries were able to raise their import volumes in 1984, though 
the increase remained moderate. Furthermore, the durability of 
this recovery is uncertain since the import capacity of these coun- 
tries continues to be restrained by their financial commitments. 
On the other hand, imports into the OPEC group fell again in 
1984, but by much less than in 1983 when some OPEC members 
faced serious debt service problems. 


World trade prices, in dollar terms, tended to fall again in 1984 
(table 5.1.2). This is partly a result of the persistent appreciation 
of the United States currency, but other factors have also con- 
tributed. Prices of manufactures fell for the fourth consecutive 
year, a decline that also reflects the lowering of inflation rates in 
the developed market economies and an intense competition on 
world markets. 


Oil prices decreased further: although the OPEC official price 
remained unchanged in 1984, spot prices fell through the 
summer and autumn. One reason for this fall was the erosion of 
price differentials between the light crude oil (as produced in the 
North Sea and by Nigeria) and the heavy crudes. This is because 
the worldwide upgrading of oil refineries has meant that greater 
quantities of high quality products (e.g. petrol) can now be 
obtained from the cheaper crudes. But the steady decline in spot 
prices is mainly a result of excess supply and competition among 
oil producers. 


Primary commodity prices rose considerably in 1983 and in the 
first five months of 1984, owing to unfavourable weather con- 
ditions and to some stock building. With respect to food, the 
United States’ acreage restrictions also contributed to drive up 
the prices in 1983. But since the end of May 1984, the market 
prices of primary products have fallen continuously. In many 
commodity markets there was a situation of excess supply as the 


economic recovery had a larger impact on trade in manufactures 
than on primary products. The price fall was particularly sharp 
for food, vegetable oil and seeds, as the easing of previous acre- 
age restrictions contributed to the rise in supplies. The prices of 
industrial materials also fell because of excess supply: anticipat- 
ing a strong recovery in demand, many producers raised their 
output and built up stocks. On average, in 1984, the prices of the 
principal commodities exported by developing countries were 
just 1 per cent above their average level in 1983. 


TABLE 5.1.2 


Changes in trade prices (in US dollar terms), 
by major commodity groups, 1981-1984 
(Percentage change from the previous year) 


1984 
1981 1982 1983 Jan.-Sept. 
Manufactures® . = wad yas —6 —2 —4 —3 
Fuels and related produeis® ве. 9 —6 —11 —5 
Non-oil commodities с. —16 —16 6 14 
of which: 
Food and tropical beverages. —19 —17 5) 1 
Oilseeds and oils . —4 —22 22 35 
Agricultural raw materials —13 —14 7 —2 
Minerals, ores and metals. —14 —11 - —6 


Source: United Nations, Monthly Bulletin of Statistics, December 1984; NIESR, National 
Institute Economic Review, No. 109, November 1984; and UNCTAD, Monthly Commodity 
Price Bulletin, vol. ТУ, Мо. 12, January 1985. 


4Export unit value index for manufactures of developed market economies. 


bUnit value of the developed market economies’ imports of mineral fuels and related 
materials. 


с Combined index of market prices of principal commodity exports of developing coun- 
tries. 


Ч Pull year for total and for each commodity group. 


The export prices of the developed market economies declined 
further in 1984 and their terms of trade deteriorated (table 5.1.1). 
In the European centrally planned economies, changes in the 
unit values of trade reflect both current world market price move- 
ments and changes in intra-CMEA prices which adjust with a lag 
to the former. A feature of the latter was that the relative price of 
fuels was still rising in trade among CMEA countries in 1983 and 
1984. Asa result, the overall terms of trade of the Soviet Union 
continued to improve, while those of the east European countries 
have declined again. 


The export prices of the non-oil developing countries may 
have fallen somewhat, but as import prices dropped more, their 
terms of trade improved moderately. The oil exporters suffered а 
further deterioration in their terms of trade. 


The main change in the global pattern of current account 
balances is the widening of the United States’ deficit, from some 
$42 billion in 1983 to probably more than $100 billion in 1984. 
This is partly reflected in a sharp increase in the Japanese surplus, 
which reached $36 billion at the end of the year. The surplus in 
the current account of western Europe may have increased 
somewhat, mainly owing to a significant reduction of the deficit 
of southern Europe. As a whole, the developed market econ- 
omies probably ended 1984 with a deficit of almost $70 billion, 
which compares with a $25 billion deficit in 1983 (chart 5.1.1). 
However, the current account situation of these countries is 
likely to be more favourable than shown by the official data, 
given an apparent under-recording of investment income, 
receipts from transport services and remittances in some coun- 
tries.27!_ The European centrally planned economies’ current 


271See OECD, Economic Outlook, Occasional Studies, July 1984 and 
IMF, World Economic Outlook, April 1983 
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account with the market economies moved into surplus in 1982 
and improved further in 1983, to $8 billion. Further improve- 
ment is estimated for 1984, mainly on the strength of larger 
current-account surpluses of the east European countries. 


The current account of the OPEC group has been in deficit 
since 1982. The deficit was some $17 billion in 1983, and is likely 
to have been just slightly smaller in 1984: a revival of oil exports 
was expected to reduce it but the price decline nearly offset the 
volume growth.272_ Under-recording of receipts on invisible 
transactions also appears to have occurred in some OPEC 
member countries. Therefore, the combined deficit of the OPEC 
countries is probably smaller than the one registered. 


In the non-oil developing countries the current account deficit 
has been considerably reduced, from more than $80 billion in 
1981. Most of the adjustment occurred in 1982 and 1983, when 
the current account deficit was reduced to some $43 billion. In 
1984 progress was less spectacular and the deficit is expected to 
be $35 to 40 billion: while the trade deficit is likely to have been 
half of the 1983 deficit, this has been partly offset by growing in- 
terest payments and a decrease in the surplus on services and 
transfers. 


(b) The impact of the recovery in the United States 


An important feature of international trade at present is the 
spreading of the economic recovery in the United States. Imports 
into this country grew at remarkable rates in 1983/84 and this 
boosted the exports of other regions. On the other hand, the 
upswing in the economy of the United States has been 
accompanied by a strong and steady appreciation of the dollar 
which, in turn, has had some effects on trade: it has increased the 
export competitiveness of other countries, but it has also been 
translated, outside the United States, into higher import prices 
and a weaker demand for the primary commodities, including oil, 
that are quoted in dollars. 


The upswing in United States’ imports: its effect on other regions 


Imports into the United States rose substantially in 1983 and 
1984: in 1983, they increased 12 per cent in volume and in 
January-September 1984, on an annual basis, they grew three 
times as much (table 5.1.3). This import boom derives from an 
income-induced increase in domestic demand and from a de- 
terioration of the United States’ competitive position in the 
home market. 


At an early stage of the recovery, imports of raw materials 
(other than fuels) rose at a relatively rapid pace. This was 
probably a result of some stockbuilding and a growth in output 
corresponding to an increased use of existing production capa- 
city. As output expanded further, investment growth accelerated 
and imports of capital goods became the fastest growing cat- 
egory. Thus, the industrialized countries are likely to have bene- 
fited more from that import growth in 1984 than in 1983, when 
the developing countries were relatively more favoured. 


In chart 5.1.2 the product specialization of various regions’ 
exports to the United States is plotted against the growth of the 
United States’ imports of the same products. The coefficient of 
product specialization is defined as the ratio between the share of 
a given product in one region’s exports to the United States and 
the share of the same product in the United States’ total imports. 
A ratio larger (smaller) than I1—to the right (left) of the vertical 
dotted line in the chart—indicates that the share of the product in 
the region’s exports is bigger (smaller) than the share of that 


272 ОРЕС Secretariat: direct information to the ECE secretariat. 


CHART 5.1.1. 


Balance of payments on current account, 1980—1984 
(Billion US dollars) 
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Source: ECE secretariat estimates, based 
On information published by the OECD, Econo- 
mic Outlook (36), December 1984, the IMF, 
International Financial Statistics, January 1985. 
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TABLE 5.1.3 


Volume growth in United States’ imports by type of product, 1983 and 1984 
= (Percentage change from the same period in the previous year) 


1984 
1983 1 I IT Jan.-Sept. 
Total 11.5 37.8 27.6 SMS) 34.3 
Food and beverages. Е , 6.9 14.4 7.9 16.9 131 
Industrial supplies, other than ат ; 16.0 35.3 20.2 29.2 28.2 
Petroleum and products . —2.0 37.8 14.6 —3.4 16.3 
Investment goods, other than nine 7.9 54.3 46.6 59.3 53.4 
Autos . Е 19.1 38.2 30.6 43.7 37.5 
Сопзитег аа. Gas than food ond ante : 12.8 36.5 Я 41.5 35.0 
Other goods. 3.4 23.1 6.9 16.1 15.4 


ee 
Source: US Department of Commerce, Survey of Current Business, September and October 1984. 


product in the United States’ total imports. The horizontal dot- 
ted line indicates the average growth rate of United States’ 
imports in 1983-1984. Thus, the dotted lines divide the chart into 
four zones, the “favourable” ones being shaded. Over the last 
two years, the product mix of the United States’ imports was 
particularly favourable to Japan and to the developing countries 
in south-east Asia. The products in which exports from Japan 
and south-east Asia were most “specialized” were those for 
which United States’ import demand was growing faster. West 
European exports benefited from the fast growth in United 
States’ imports of manufactures in 1984, but over the two years 
1983-1984 the average import growth of the products in which 
western Europe had the highest specialization was very much in 
line with the average growth of United States’ imports.2”3 On the 
other hand, those products making up most of Latin American 
exports to the United States—primary commodities and fuels— 


273 See section 5.2(ii) below. 


were those for which United States’ import demand was growing 
most slowly. This applies particularly to 1984 and may explain 
the low growth, in relative terms, of Latin American exports to 
the United States in this year. 


An estimation of the direct impact of the United States’ recov- 
ery on world exports by regions is shown in the last two columns 
of table 5.1.4. The same table also shows the share of the United 
States in exports from the various regions and the growth of the 
United States imports from these regions. 


In 1983, the recovery in the United States had the largest 
impact on Latin America and south-east Asia: first because 
imports from these areas rose at a relatively fast pace, and 
secondly because the United States is an important market for 
both regions. In the first three quarters of 1984 the largest impact 
was on Japan, Canada and the developing countries in south-east 
Asia. West European exports to the United States rose by nearly 
35 per cent, but the impact of this growth on the region’s total 
exports was comparatively less important, due to the relatively 


TABLE 5.1.4 


The direct impact of the United States’ recovery on world exports, by regions, 1983 and 1984 
(Percentage changes from previous year, in current prices) 


Change in total 


Percentage exports due to 
share of the US rise in exports 
in exports from US imports from 10 (ба 

1984 1984 
1982 1983 1983 Jan.-Sept 1983 Jan.-Sept 
Western Europe . 6.8 7.6 35 35.3 0.2 Dell 
Canada. Та 20.6 3 30.0 2.1 6.2 
Japan : 26.4 29.5 9.1 47.8 2.4 14.1 
Other DME? 9.4 13.0 —2.2 23.0 —0.2 3.0 
Eastern Europe and USSR . 0.6 0.9 26.9 S50 0.2 0.5 
OPEC IES 10.8 —21.0 13.9 —2.4 1.5 
Non-oil developing countries: 
Latin America®. 3.1 33.5 10.9 16.2 3.4 5.4 
Africa? . 20.7 18.7 —4.5 19.2 —0.9 3.6 
South East huis 20.3 23.9 18.6 38.7 3.8 9.2 
WORLD. 12.5 14.0 5.9 31.4 0.7 4.4 


т 
Source: Based on United Nations, Monthly Bulletin of Statistics, December 1983 and December 1984 and IMF, Direction of Trade 


Statistics, January 1985 


4 Percentage change from previous year in the different countries’ export values (in US dollars): hypothetical growth determined by 


the increase in United States’ imports 
bSouth Africa, Australia and New Zealand 
CIncluding Venezuela. 
dIncluding OPEC members. 


170 International trade and payments 
CHART 5.1.2. 


Product specialization ratio in the regions’ exports to the United States 
and growth in US imports, 1983 — 1984 
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Source: United Nations, COMTRADE tape. 


Note: The product specialization is defined as the ratio between the share of а given product in a region's exports to the 
United States and the share of the same product in US imports. The ratio equals 1.0 (vertical line) whenever the share of the pro- 
duct is the same in exports to the US and in US imports. The ratios refer to 1982. The horizontal line (20%) indicates the avera- 
ge growth in US imports in 1983 — 1984. 

a Argentina, Mexico, Brazil and Venezuela. 

b Hong Kong, Republic of Korea, Singapore and Taiwan. 


small share of the United States in west European ехрог(5.?7* In The increase in the deficit was particularly striking with respect to 
fact, the effect on western Europe’s exports of the 6 per cent trade with the industrial countries, especially with Japan and 
growth in the region’s own import demand was probably larger. western Europe (table 5.1.5). This is partly due to the strong rise 
For the European centrally planned economies, a rise of nearly in imports of investment goods. Imports of consumer goods also 
56 per cent in exports to the United States contributed only halfa  гозе above average, contributing to a significant increase in the 
percentage point to the areas’s total export growth. United States’ trade deficit with other Asian countries. The 
The extent to which the various regions have shared in the deficit vis-a-vis OPEC also widened, due to an increase-—the first 
recovery of the United States’ imports is also reflected in the “!"° 1980—in oil imports from OPEC member countries. 
trade balances of the United States with the different regions. The trade deficit of the United States is likely to have increased 
from some $36 billion in 1982 to about $123 billion in 1984. This 
was mainly a result of the surge in imports, though in 1983 it was 
274 See section 5.2 below. also due to a decrease in exports, reflecting the impact of a 
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TABLE 5.1.5 


United States’ trade balance by trading partner 
(Millions of US dollars) 


1983 1984 
Developed market economies . —33 750 —71 600 
Western Europe . 982 —14 400 
Canada. —14 300 —20 400 
Japanaseene —21 700 —36 800 
Other countries 1 268 2 356 
European centrally planned economies . 1 547 2 080 
Developing countries . —35 889 —51 704 
Latin America®. —14 047 —15 036 
Asia> —11 460 —20 100 
Africa> . —346 —480 
OPEC . —10 036 —16 088 
Total —68 092  —123 304 


Source: US Department of Commerce, Survey of Current Business, September 1984 and 
US Mission in Geneva, Daily Bulletin, 31 January 1985. 


4Excluding Venezuela. 
bExcluding OPEC members. 


decline of imports into Latin America and a loss in the United 
States’ competitiveness. In 1984 there was a significant growth of 
United States’ exports (6 to 7 per cent, in volume), but the rise in 
imports was five times as large. 


Some trade effects of the strong dollar 


The firm appreciation of the dollar influenced world trade in 
two main ways: through the loss in the United States’ competi- 
tiveness and through the effect on import prices, outside the 
United States, of commodities priced in dollars in international 
markets. 


In the home market, the deterioration of the United States’ 
competitive position contributed to the import surge discussed 
above. In foreign markets it enlarged the export possibilities of 
the United States’ major competitors. Chart 5.1.3 depicts relative 
unit labour costs and relative unit export values for the United 
States and other major industrial countries. Between 1980 and 
mid-1984, the United States’ relative export unit values rose by 
about 40 per cent, while those of its European competitors and of 
Canada fell by some 10 per cent. In Japan, owing to the ap- 
preciation of the yen, relative unit values increased 7 per cent in 
the same period. Measured in terms of relative unit labour costs, 
competitive positions changed in much the same way: the excep- 
tions are Canada and Italy, where relative unit labour costs 
increased significantly to mid-1983 and then declined, though 
remaining above their 1980 levels. 


This decline in the United States’ competitiveness is probably 
an important explanatory factor for its losses of market share in 
1982-1984. It may also explain the gains of other exporters. In 
1983-1984, Japan recorded large share gains. This increase in the 
Japanese share of the world market, which occurred at a time of a 
deterioration in its competitive position, is likely to have been 
much influenced by the rise in Japan’s share of the North 
American market, where Japanese products continued to be 
competitive vis-a-vis domestically produced goods. Japanese 
exports were also favoured by the product pattern of the United 
States’ import demand (chart 5.1.2). Exports to the United States 
probably accounted also for the significant share gain in the 
world market of other south-east Asian countries, especially in 
1983-1984. The share of western Europe in world exports rose in 
1982, remained unchanged in 1983 and declined in 1984. This 
decline, which does not seem to be explained by losses in cost/ 
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price competitiveness, is probably a reflection of the 1984 strikes 
in the Federal Republic of Germany. 


The soaring value of the dollar also influenced world trade 
through its price effects, namely the increase in national currency 
prices of dollar-priced commodities. In the last few years, how- 
ever, these effects have been mitigated by the decline in 
commodity prices in dollar terms.?”5 This was especially the case 
of non-oil commodity prices, which have fallen steadily since 
1980, except for an increase between early 1983 and mid-1984 
(chart 5.1.4). 


In the case of oil prices, the situation has been somewhat 
different. The fall in demand for oil in 1980-1983 led to a reduc- 
tion in the average OPEC price, from $34 per barrel to $29, in 
March 1983. However, due to the appreciation of the dollar, 
many countries in western Europe did not benefit from this fallin 
price and their oil imports continued to decline in 1983. During 
1984 the OPEC official dollar price was unchanged. But the situ- 
ation of excess supply in the oil market, and a reduction in price 
differentials between light and heavy crudes, has led to a signifi- 
cant drop in spot prices since the summer of 1984. By the end of 
the year, spot prices were, on average, some $1.5 a barrel lower 
than the official OPEC prices.2”* Nevertheless, in terms of Euro- 
pean currencies, oil prices were rising fast in 1984 (chart 5.1.5 and 
table 5.1.6). 


TABLE 5.1.6 
Changes in current crude oil import prices expressed 


in national currencies, 1981-1984 
(Percentage change from previous year) 


1982 1983 19844 1982-1984 
United States . ene —9.0 -—12.6 —2.6 —24.2 
Japan Pia. = 6.6 16.1 ies 11.1 
Western Europe, . 6.9 —3.5 9:2 12.6 
of which: 
Belgium го ое СОТ —0.7 10.9 31.4 
О ее 8.0 —1.5 9.9 16.4 
Егапсе . о «HEL. 3.6 875 315 
Germany, Federal Republic of —1.4 —6.4 72 —1.0 
а 0.2 И 20.5 
S Dain eee er ее er ee 9.6 16.6 9-1 35.3 
Sweden. 18.0 ie 4.7 29.9 
Switzerland . —5.8 —8.5 47 —9.6 
United Kingdom . 10.4 ра 10.9 24.2 


Source: IEA, Energy Prices and Taxes, third quarter, 1984, Paris, 1984; for France, United 
Nations, Monthly Bulletin of Statistics, December 1984 


4Third quarter 1984 compared to the same quarter in 1983 


Ь Second quarter 1984 compared to the same quarter in 1983 


The impact of these price developments on world trade as a 
whole is not easy to determine. They acted negatively on the 
income and demand of those countries (other than the United 
States, Japan and Switzerland), that are net importers, but had a 
positive impact on the income and demand of the exporting 
countries. Despite the fact that the import propensity in the latter 
is probably higher than in the former, the net impact is likely to 
have been negative due to the large share of western Europe in 
world trade. 


275 Tt is worth noting that a relationship may exist between the changes 
in the dollar effective exchange rate and the commodity dollar prices. The 
IMF found that a 1 per cent appreciation of the dollar led to a decline in 
commodity prices of slightly more than 1 per cent (see IMF, World 
Economic Outlook, 1983, p. 158). 


276 As a consequence of this difference between the official price and 


the price in the spot market, the share of oil traded in the free market has 
steadily risen: it is now estimated to be 40 per cent of the total trade in oil, 
against | per cent ten years ago. 
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(c) Outlook for 1985 


The main features of the outlook for world trade in 1985 are a 
slowdown in the rate of volume growth and a more balanced 
sharing of this growth among the major economic regions (table 
5.1.7). The increase in world trade will moderate to some 5 to 6 
per cent, mainly because of the weakening of the growth in the 
United States’ economy. Import demand in the United States is 
anticipated to grow at a much slower pace than in the recent past, 
perhaps by 8 to 10 per cent. The United States’ exports will 
continue to benefit from the dynamism of trade in the Pacific 
area and are expected to rise in line with world trade, despite a 
possible further deterioration in its competitive position. 


TABLE 5.1.7 


Outlook for trade volumes and balances on current account in 1985 
(Percentage change and billion US dollars) 
Ee eee eee eee 


Percentage change 


in trade volumes 
Balance on current 


account (billions 


Exports [тропу of dollars) 
Developed market economies. . . 4-5 5-6 —75 
of which: 
WinitedStates о 45 8-10 —120 
УлеетииЕахоре ео. 4-6 4-5 15 
Le, a Васин 7-8 6-7 40 
Developingsicouniries’— a.) 4-5 4-5 —45 
OPE Chae £29 ре 2-3 5-6 = 
INGDEO Umi cleat a0, № Feeds or 5-7 4-5 —45 
European centrally planned 
SCOROMMCSUFES Ex TMS cites be 5-6 5-6 10 
ОГО Sener eet se as 5 4am 5-6 —110 


Source: ECE secretariat assessment, based in part on forecasts published by the OECD, 
IMF, NIESR and ODI 


In western Europe economic growth is foreseen to accelerate 
slightly, but the volume growth of the region’s imports will 
probably be a bit lower than in 1984 as stockbuilding, which 
seems to have pushed imports in this year, may come to a halt. 
Still, the foreseen 4-5 per cent increase in the volume of west 
European imports will make a significant contribution to the 
growth in the region’s exports, given the importance of intra- 
European trade. Morever, exports from west European countries 
will continue to be stimulated by the still significant growth in 
North American imports and by an expected acceleration in the 
growth of imports into the developing countries. 


In the European centrally planned economies, import volume 
is likely to grow somewhat faster than in 1984, mainly on the 
strength of an expected rise in Soviet import growth; in eastern 
Europe, the improved current account position of most countries 
should allow import expansion to continue at about the 1984 pace 
(some 6 per cent). As the terms-of-trade movements are still 
running against the countries of eastern Europe, the adjustment 
to these changes—especially in intra-CMEA trade—is likely to 
result in somewhat faster growth of east European exports. 
Export volume growth of the Soviet Union will be largely 
influenced by the country’s reaction to developments in world oil 
markets. 


The recent modest revival of oil trade is projected to continue 
in 1985 and OPEC exports may rise in volume by 2-3 per cent. 
Although the OPEC official price was lowered by $1 dollar per 
barrel at the end of January and spot prices may continue to 
decline, the effect of the dollar appreciation still leaves some 
room for an increase in the import demand of OPEC member 
countries: the rise is expected to be about 5 to 6 per cent. 


CHART 5.1.4 


Indices of primary commodity prices 
(1979—1981 = 100) 
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Source: UNCTAD Monthly Commodity Price Bulletin, 
vol. V, no 1, January 1985 


CHART 5.1.5. 


Indices of crude oil import prices 
(1980 = 100) 
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The import capacity of non-oil developing countries will still 
be limited by financial constraints in 1985. Nevertheless, as 
further import cuts would endanger the whole economy of these 
countries, some volume growth is forecast for their imports. 
Export prospects are not bright for anumber of commodities that 
are important for non-oil developing countries. Furthermore, as 
export growth will be lowered by the slowdown in North 
American demand, exports of these countries are expected to 
increase in 1985 at a slower pace than 1984. 


Prices of internationally traded goods will probably follow the 
path of recent changes, except for a possible increase in the prices 
of manufactures. These may rise, in national currency terms, by 
some 5 рег cent;277 but the rise in dollar terms will also reflect 
exchange rate movements, which are difficult to anticipate. 
Prices of non-oil primary commodities are expected to decline 
further, though less than in the second half of 1984. The combi- 
nation of increased supply with a slower growth of demand is the 
main reason for this fall. Oil prices are expected to weaken: 
although the demand for oil is projected to increase, the present 
worldwide imbalance of oil supply over demand will continue. 
The difficulties of the OPEC cartel, in enforcing production 
quotas and official prices, are likely to continue to contribute to a 
weak oil market. 


Against this background, the balances on current account are 
anticipated to be very much in line with the 1984 pattern. Among 
the developed market economies, the major changes projected 
for 1985 are a further widening of the deficit of the United States, 
by an estimated $20 billion, and a further expansion in the 
surplus of Japan, by some $10 billion. No significant change is 
expected in the combined current account of the west European 
countries. In the non-oil developing countries, the growth in 
export earnings is likely to match the rise in imports and net 
payments of interest and profits, leaving their current account 
deficit more or less unchanged. The OPEC current account 
deficit is expected to shrink, reflecting a higher world demand for 
oil and the effect of a possible further appreciation of the dollar. 
Efforts to imprve the current account balance of the east Euro- 
pean countries will continue in 1985. The Soviet Union’s current 
account is likely to remain in substantial surplus, but will 
probably be under downward pressure in 1985, as a result of the 
combined impact of oil price changes and an increased need for 
grain imports. 


(ii) Developments in the international financial markets and the 
debt situation 


This section comprises two parts. The first summarizes recent 
developments in international financing activity, which saw a 
substantial upswing in 1984. The second part examines the 
progress made towards resolution of the international debt situ- 
ation. The experiences of three country groups are briefly 
examined and the conclusion, based on preliminary data, 
emerges that all have, to considerably different extents, made 
gains in improving their external financial positions. Neverthe- 
less, the costs of adjustment in terms of social welfare have often 
been considerable and there remains a group of countries whose 
financial positions continue in a precarious state. 


(a) Developments in the international financial markets 


After having fallen to a low of $158 billion in 1983. inter- 
national lending rebounded sharply to an all time high of nearly 
$230 billion in 1984 (table 5.1.8), with notable advances in the 
second half of the year. 


277 See section 2.3. 
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In terms of credit instruments, the rise in new borrowing was 
about equally split between bond issues and bank loans. This 
latter development reflects a continuation of profound structural 
changes in the international capital markets. In particular there 
has been a pronounced tendency to raise medium- and long-term 
funds by means of bonds, especially floating rate notes,?’* at the 
expense of bank credits. On the other hand, within the bank loan 
category, the use of various back-up facilities, including syndi- 
cated note issuance facilities (SNIFS)2”? has surged, while the 
volume of conventional syndicated loans has contracted 
considerably. Contributing to these developments has been the 
erosion of the traditional distinctions between various financial 
instruments, particularly as regards bank and bond market 
finance. Lower borrowing costs associated with FRN and SNIF 
financing have also been a factor. However, these latter options 
have been mainly restricted to those borrowers with the highest 
credit ratings (mainly developed market economies, certain 
corporations and some Asian developing countries), the others 
having been largely confined to straight syndicated loans. 
Overall better borrowing conditions are due to increased com- 
petition in the capital market which, in turn, stems from the 
decisions of banks to curtail, or cease, lending to certain 
countries, on the one hand, and continued liquidity in the 
market, on the other. 


In terms of market activity by geographical area, countries and 
institutions of the industrial market economies were almost exclu- 
sively responsible for the $70 billion rise in global borrowing, 
thereby raising their share of the total market to 75 per cent (table 
5.1.8). Apparently a considerable part of the new loans represent 
refinancing of existing debt. Lending to the other countries, by 
contrast, turned up only marginally and remained some one third 
below the peak in 1981. After having contracted sharply between 
1981 and 1983, the volume of funds raised by non-oil developing 
countries turned up slightly in 1984 to about $28 billion. 
Somewhat over $15 billion of this amount was new money 
provided within the framework of rescheduling packages and was 
almost entirely accounted for by Brazil ($6.5 billion) and Mexico 
($8.1 billion). Much of the balance has been “spontaneous” lend- 
ing to several Asian borrowers that have maintained or even 
improved their creditworthiness. 


The volume of funds raised by southern Europe has increased 
gradually since 1982. This appears due to the improved credit- 
worthiness of Portugal and Turkey which has allowed them to 
resume or step up borrowing. By contrast, Yugoslavia has not 
been in a position to raise funds outside of those anticipated 
within the umbrella rescheduling agreements. Of the south 
European countries, only Spain has raised credits via syndicated 
loan issuance facilities while Portugal and Turkey are reported to 
be negotiating back-up facilities for the issuance of Euronotes 
and short-term bank advances respectively. 


Borrowing by eastern Europe and the Soviet Union, largely 
through syndicated loans, recovered sharply in 1984 to reach the 
highest level ($3.3 billion) since 1979. Despite the increased 
activity, the east accounted for only about 1.5 per cent of total 
funds raised. Their presence in the syndicated loan market alone 


278 Among eastern borrowers, Hungary issued a $100 million floating 
rate note in February 1985. Also the Moscow Narodny Bank raised $50 
million via the same instrument in August 1984. 


279 Syndicated note issuance facilities (SNIFS) basically represent 
commitments extended by banks which guarantee to the borrower the 
availability of medium-term credit at predetermined terms. They are to 
be funded through the issue on the market of short-term instruments 
such as promissory notes (e.g. Euronotes) or, if the borrower i is a bank, 
certificates of deposit. For a more extensive discussion of these new 
facilities see OECD, Financial Market Trends, October 1984 pp. 47-48 and 
D. Shireff, “The Euronote Explosion”, December 1984, 
pp. 31-41. 
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TABLE 5.1.8 


Funds raised on the international markets, by instrument and borrower, 1981-1984 


(Un billions of US dollars) 


Total 


By instrument: 
Issues of bonds. 
Bank loans 


By borrower: 
Industrial market economies? . 
Other countries. 


of which: 
Southern Europe‘ . 
Oil exporters . ЕЕ 
Other developing countries4 . fips 
Eastern Europe and the Soviet Unione. 


1984 
1981 1982 1983 1984 Q3 Q3 
O10 UK ae 0h 20 ee oY 9 OO) 63.8 
52.8 Uses И ЩО 955 36.4 
147.7 103.6 ВУ ОУ AAI) 27.4 
О» ОБ Ц ПИ 9M 46.8 
64.9 53.3 43.8 45.4 8.0 133 


9.1 6.8 7.8 9.3 9) 2.6 
6.5 9.0 Ho 4.4 1.4 И! 
47.7 36.8 27.0 28.4 3.3 8.5 
1.6 0.7 1.1 33 1.4 0.9 


Source: OECD, Financial Statistics Monthly, Part 1, Paris, February 1985. 
4Excludes international development institutions, other countries and unattributable. 


> OECD less Greece, Portugal, Spain and Turkey. 
Greece, Portugal, Spain, Turkey and Yugoslavia. 


9 Corresponds to “non-oil developing countries” used elsewhere in this section except that it excludes Bahrain, Ecuador, Gabon and 


Trinidad and Tobago (included in oil exporters). 
Includes CMEA banks. 


is relatively more important with a share of almost 5 per cent. 
This share increased rapidly in 1984 (from less than 1 per cent in 
1982) owing to the rise in eastern borrowing but also because of 
the shrinking of the syndicated loan market. In eastern Europe, 
Hungary was the first country to utilize the Euronote market 
(SNIF) in raising $85 million in September through a four-year 
facility permitting short-term maturities of three or six months. 
This followed a bankers’s acceptance facility of $210 million 
obtained earlier inthe year. Also it was reported that the Moscow 
Narodny bank has been interested ina floating rate certificates of 
deposit facility totalling $30 million. 


(b) Recent developments in the global debt situation?®® 


Among the more significant positive signs that the inter- 
national debt situation has eased is the continued improvement 
in the current account deficits of debtor countries (see section 
5.1(i)). In particular, the current account deficits of non-oil 
developing countries have contracted strongly, often at higher- 
than-expected rates, while the surpluses of eastern Europe and 
the Soviet Union have expanded. Ina broad sense, these devel- 
opments are due to the adjustment policies undertaken by these 
countries, unexpectedly buoyant import demand in the devel- 
oped market economies and, to a lesser extent, to improved 
terms on new commercial credits.28! Overall these factors appear 
to have more than offset the negative effects of higher interest 
rates in 1984.282 Other indicators which have developed in a 


280 The section complements other parts of this Survey in which issues 
involving external payments and debt are also raised: southern Europe 
(chapter 3) and other sections of this chapter, especially east-west 
economic relationships (section 5.4). 

281 The most significant example of this has been the narrowing of the 
margin from 2 7/8 to 1 1/8 percentage points on new commercial bank 
loans to Mexico in 1984. 

282 When interest rates were rising in the first half of 1984, there was 
considerable concern that the gains being made in merchandise trade 
would be more than offset by higher interest payments. However, this did 
not appear to occur. For example, a recent evaluation for Latin America 
alone shows that exports increased by $8.4 billion in 1984 while net 
payments of profits and interest rose by $2.8 billion, resulting ina decline 
of some $5 billion in the current deficit. Economic Commission for Latin 
America and the Caribbean, Preliminary Overview of the Latin American 
Economy during 1984, LC/G.1336, January 17, 1985, table ри 


favourable manner include a downturn in debt service burden, 
inflows of official credits, rising levels of international reserves 
and improvements in economic growth and per capita income in 
the non-oil developing countries. Finally, on the part of the 
lenders, commercial banks have managed to reduce loans-to- 
capital ratios from the peak levels of 1982 by slowing down lend- 
ing and adding significantly to loan loss reserves.283 On the 
whole, evaluations of the progress made in managing debt have 
tended to become more positive as 1984 advanced and the 
strength of economic recovery in the west became apparent. 
Moreover, a further easing in the international debt problem is 
likely as global economic recovery continues, reinforcing the 
contention that the current problem has basically been one of 
illiquidity rather than insolvency. 


While considerable progress has been made, the adjustment 
process has often been painful. In general, imports were cut 
back, the growth of output slowed significantly in the non-oil 
developing countries (output actually declining in 1982-1983 in 
Latin America) and real per capita income plunged. Although 
growth rates accelerated in 1984, it could, nevertheless, take 
some countries until the end of the decade to bring real per capita 
income back to previous levels.?84 


Another negative aspect of the adjustment process has been 
net transfer of resources from debtor countries, thereby reducing 
the potential for economic development.2*> This situation is 
expected to persist in the medium-term largely because inter- 
national banks are expected to limit their exposure vis-a-vis 
major debtor countries while high interest rates and growing debt 
will keep net interest payments rising. On the other hand, it has 
been pointed out that a period of net outward resource transfer is 


283 Morgan Guaranty Trust Co., World Financial Markets, October/ 
November 1984, p. 4. 

284 Latin America’s output growth recovered in 1984 at an estimated 
rate of 2.6 per cent. However, per capita gross national income has con- 
tinued to decline, but at a much reduced rate compared to 1981-1983 
ECLAC. op. cit. table 1, Ъ. 15. 

2851n this case interest outflows exceed net new borrowing. For 
eastern Europe and the Soviet Union combined, net new borrowing 
appears to have been negative in 1982, and probably very low in 1983- 1984. 
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TABLE 5.1.9 


Gross external debt of the non-oil developing countries, southern 
Europe and eastern Europe and the Soviet Union 
(т billion of US dollars) 
pe OT hee) eee See ee ee Е и ЕВЕ НЫЕ 


1977 1978 1979 1980 1981 1982 1983 1984 
Developing countries®. 290 349 415 492 580 668 707 749 
of which: 

Non-oil developing countries . 250 296 349 418 502 578 611 651 
Southern Europe. 44 54 61 74 84 89 92 96 
Eastern Europe and the Soviet Union. 60 73 86 92 97 91 89 86 

Total of above . 394 476 562 658 761 848 888 931 


iS 
Source: Developing countries: IMF, (September), op. сй., table 35; southern Europe: sme as table 3.6.1; eastern Europe and the 


Soviet Union: same as table 5.4.12. 


a Developing countries and non-oil developing countries as used here differ from the IMF definition in that both exclude the group 
“Europe”. IMF data on external debt of developing countries exclude eight oil exporting countries (Iran, Iraq, Kuwait, Libya, Oman, 
Quatar, Saudia Arabia and the United Arab Emirates). Data do not include debt owed to the IMF. 


necessary if highly indebted countries are to bring their debt 
export ratios down to levels generally judged compatible with 
creditworthiness. 76 


Aside from these developments the global financial situation 
remains characterized by an uneven geographical distribution of 
indebtedness, significant differences in the rates of adjustment 
among countries, and by a group of “problem” countries which 
remain in a precarious financial position. Naturally, such con- 
siderable variations in country experiences tend to be obscured 
in any regional grouping, including those used here, and should 
be borne in mind whenever generalizations are made. 


The indicator of trends in global debt used here is the sum of 
the external gross debt of the three groups of countries—non-oil 
developing countries,?8’ southern Europe, eastern Europe and 
the Soviet Union. This total reached almost $890 billion at end- 
1983 and is estimated to have risen further to some $930 billion 
by end-1984 (table 5.1.9).288 The annual increments in gross debt 
in 1983 and 1984 amounted to about $40 billion, significantly 
smaller than the annual changes of some $100 billion in the 
period 1979-1981. 


Of the total, the developing countries account for the pre- 
dominant and increasing share. Nevertheless, the contracting 
current account deficits of the non-oil developing countries have 
resulted in a sharp slowdown in the accumulation of their debt 
from an annual growth rate in the 15-20 per cent range during 
1980-1982 to some 6-7 per cent in 1983-1984 (table 5.1.10). It is 
estimated that their debt/export ratio turned downward in 1984 
after having increased considerably during the three previous 
years. The debt service ratio is estimated to have fallen by several 


286William Cline, International Debt: Systemic Risk and Policy 
Response, Institute for International Economics, Washington, D.C., 
1984, pp. 175-178. 


287 The definition of non-oil developing countries corresponds to that 
adopted by the IMF except that it exc/udes the group of countries which 
the IMF designates “Europe”. See IMF, World Economic Outlook, Oc- 
casional Papers 27 and 32, Washington, D.C., April and September 1984. 
Most of the data relating to the non-oil developing countries, are based 
upon the revised projections in the September paper. 

288 { should be stressed that all figures presented here for 1984 are 
preliminary and based on incomplete data. This is important to bear in 
mind, since 1984 is likely to have been a critical year in the development 
of the international debt situation. More information will be required to 
determine the extent to which debt became more manageable and less 
burdensome for debtor countries. 


percentage points below the high level in 1982.78° Faster-than- 
expected progress has also been made in rebuilding reserves 
because current account deficits have contracted rapidly, capital 
flight (a major factor contributing to debt build up in some coun- 
tries in the late 1970s and early 1980s) slowed while the inflow 
of funds from official lending has held up better than 
anticipated.?%.29! 


Southern Europe’s current account deficit has been contracting 
since the peak recorded in 1980 (see chapter 3). The gross debt 
continued to rise, reaching some $96 billion in 1984, thereby 
exceeding that of eastern Europe and the Soviet Union. The debt 
burden, as measured by the debt-export ratio, is estimated to 
have turned downward in 1984 owing to a strong performance in 
the export of goods and services (including transfer receipts). By 
contrast the debt service ratio rose slightly (despite the re- 
scheduling of some debt in this group), largely because of higher 
interest payments. However, the reserve position has been 
improving, especially in 1984 when the combined reserves of 
these countries covered three months’ of imports again. 


In contrast to the experience of the other two groups analysed 
here, the European centrally planned economies’ external debt has 
actually been declining.?°2? This is the result of the current 
account surpluses in convertible currencies which the group has 
run since 1982 and the effect of the US dollar appreciation.293 The 
former have been accomplished largely through lower imports, 
as exports to the market economies have tended to rise slug- 
gishly. Asaresult, reduction of debt has been the most important 
reason for the decline in the debt-export ratio. A measure of the 


289 In 1983 the debt-service ratio declined because of lower interest 
rates and the rescheduling of maturities coming due. Relief provided by 
the latter amounted to some $23-24 billion (thus lowering the debt service 
ratio by over 5 percentage points) and a similar amount was expected to be 
negotiated in 1984. IMF (September), op. cit., p. 16. 

290 The figures in table 5.1.10 do not include the considerable assets 
held by private citizens of these countries in overseas banks. 

291 IMF (September), op. cit., p. 13. 


292 The external financial relations of eastern Europe and the Soviet 
Union are also discussed in section 5.4 in an east-west context. 


293 In comparison to the developing countries, changes in the value of 
the US dollar exert a considerable impact on the debt (in US dollars) of 
the European centrally planned economies. The reason is the significant 
differences in currency composition. Perhaps one half of the European 
centrally planned economies’ debt is denominated in non-dollar curren- 
cies while a comparable figure for the total of developing country debt is 
only 10-15 per cent. 
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TABLE 5.1.10 


Debt indicators, by major region 
р (т billions of US dollars and percentages) 


1977 1978 
Gross debt (billions) >, JEW) 296 
Debt-export ratio (per cent). 132 132 
Debt service ratio (per cent) 11.0 15.6 
Interest payment ratio . 4.5 5.8 
Reserves (billions) . М: 2600 74.1 
Reserves-imports ratio. . . . . . , 28 28 
Grossidebt (billions) = a) 44 54 
Debt-export ratio (per cent). 103 102 
Debt service ratio (percent) . . . . 15 19 
Reserves (billions) . ee. mel Dol 17.6 
Reserves-imports ratio. . . . . . . 29 41 
Gross debt4 (billions). . .... . 60 73 
Debt-export ratio® (per cent) . 151 164 
Interest payment ratio (пе)... . 6 8 
Reserves (billions) . и A 8.4 10.7 
Reserves-imports ratio? . . . . .. 20 22 


1979 1980 198] 1982 1983 1984 
Non-oil developing countries 
349 418 502 578 611 651 
120 113 128 154 159 152 
16.4 15.8 19.8 23.2 20.1 20.0 
Well 8.3 11.2 137 125 2 
85.1 85.8 87.4 84.8 91.6 107.2 


24 19 17 18 21 22 


Southern Europe 


61 74 84 89 92 96 
90 93 99 105 115 112 


17 16 18 20 22 23 

19.6 18.7 17.1 12.4 12.6 17.3 

35 26 24 18 19 25 
Eastern Europe and the Soviet Union 


86 92 97 91 89 86 


149 130 135 121 115 111 
8 9 12 И 9 8 
155) 157 15.2 16.4 16.5 20.7 


27 22 21 25 25 34 


мэ—®ъЪУ до _—_—_—_ 


Sources: Same as table 5.1.9. 


Note: Debt ratios are based upon exports of goods and services. Those of southern Europe also include transfer receipts. 


а [п convertible currencies only. 

> Reflecting exports to the market economies only. 

© Assets held at BIS reporting banks only. 

4 Reflecting imports from the market economies only. 


debt burden, the interest payment ratios (net), has also been 
easing downward, owing to somewhat higher exports and lower 
interest payments. In 1984, the impact on interest payments of 
the rise in interest rates has been more than offset by the declin- 
ing stock of debt on which interest is paid. 


The currency composition of the European centrally planned 
economies external debt appears to have made the debt service 
burden somewhat less sensitive to recent interest rate change 
than, say, that of the non-oil developing countries. A consider- 
able portion of the non-dollar debt is denominated in Deutsch- 
marks and Swiss francs, currencies on which LIBOR rates were 
lower than on the dollar and considerably much more stable. 


These countries have also been accumulating reserves, the 
build-up being notable especially in 1984. For the group as a 
whole they now cover about four months’ imports. 


The rate of improvement in the international debt situation is 
likely to slow somewhat given the expected slackening in the rate 
of growth in the developed market economies and the relative 
change in the geographical pattern of import demand (as already 
discussed in section 5.1(i)). Nevertheless, the results of several 
studies suggest that further easing of the debt problem would be 
expected at a growth rate of around the 3 per cent which is 
somewhat below that now projected for 1984.94 Other factors— 
interest rates, domestic policies of the debtors, the value of the 
US dollar and changes in commercial policies—are also important 
to the outcome. 


294 For example see Cline, op. cit., p. 46 and IMF (April) op. cit., p. 68. 


LIBOR rates on six-month US dollar deposits started to fall in 
the third quarter of 1984 and had declined to below 9 per cent in 
January 1985—their lowest in many years. Since movements in 
interest rates affect interest payments only with a lag, some relief 
should be felt by debtors in early 1985 and persist at least into the 
second half of the уеаг.2° On the other hand, the continuing 
appreciation of the US dollar, which reached record levels against 
several important currencies in February 1985, would tend to 
raise the burden of debt servicing of those countries whose debt 
is largely denominated in US dollars but whose exports are 
invoiced in other currencies. 


It is generally believed that continued progress toward the 
resolution of the global debt will require restraint in the appli- 
cation of new restrictive commercial policy measures. In the past 
year, the resistance of governments to the pressures exerted by 
various sectoral interests have not always been successful as the 
recent spate of actions taken against particular exports of both 
developing and developed countries would testify. In other 
cases, initiatives to tighten measures controlling imports orig- 
inate with governments which may place a certain priority on 
improving their external financial positions. 


295 It might be noted that a drop in interest rates does not appear to have 
been foreseen and consequently has not been built into any of the fore- 
casts available for 1985. To the extent that this is correct, it would imply a 
greater reduction in the debt service burden of debtor countries than an- 
ticipated in the forecasts of the IMF and others. 


5.2 WESTERN EUROPE AND NORTH AMERICA? 


In 1984 there was a substantial acceleration in the growth of 
trade volumes in western Europe and North America. The 
increase in the volume of imports was, in both regions, twice as 
large as in 1983. This surge in import demand boosted the 
volume of exports from these regions, which also increased at a 
much faster pace than in the previous year. In particular, the rise 
in west European imports constituted an important stimulus to 
trade inside this region, owing to the large share of west Euro- 
pean trade which is accounted for by intra-regional flows. The 
impact of the United States’ import demand on exports from 
western Europe was also significant in 1984. 


The weakening of trade prices on the world market, combined 
with the firm appreciation of the United States’ dollar, entailed a 
decline in the unit dollar values of west European exports and 
imports. Still, the total value of exports tended to rise faster than 
that of imports, and the trade balances of most west European 
countries improved, resulting in a further increase in the 
combined current account surplus of western Europe. In North 
America the major change occurred in the United States, where 
both the trade balance and the balance on current account de- 
teriorated substantially. 


This section analyses the recent developments in west Euro- 
pean and North American trade. Special attention is paid to trade 
between the two regions, in particular to the impact of the 
product mix of the United States’ import demand on trade with 
western Europe. 


(i) Recent developments in trade and current accounts 


In the following review of recent trade developments, the 
focus is on regional and inter-regional trade flows, although indi- 
vidual countries or country-groups are referred to whenever they 
are relevant to the discussion.?»” In particular, reference is made 
to the two free trading areas in western Europe (the European 
Economic Community and the European Free Trade Associa- 
tion), as trade developments in each of them appear to have been 
different in the past few years. 


(a) Trade volumes and prices 


The volume of imports into North America, which had risen 
some 12 per cent in 1983, increased at an annual rate of 28 per 
cent in the first three quarters of 1984 (table 5.2.1 and chart 5.2.1). 
This import boom originated largely in the strong recovery of the 
United States’ economy, combined with a deterioration of this 
country’s competitiveness in the home market. It also reflected 
increased oil imports, partly to build up domestic stocks, as the 
war in the Persian Gulf raised concern that future supplies might 
be threatened. 


In western Europe the volume of imports rose, in January- 
September 1984, at an annual rate more than twice as large as the 
2.5 per cent increase of 1983. 


296 З ey > 7 ae р 1 
”°Western Europe includes all the European market economies. 


including those in southern Europe. 

р a 4 08 

297References to trade developments of individual countries in 
western Europe and North America may also be found т chapters 2 and 3. 


The acceleration of import growth in western Europe to 6 per 
cent in 1984 is rather impressive when compared to a GDP 
growth slightly above 2 per cent. The relatively weak GDP 
performance, however, was partly due to the private and public 
service sectors, which normally have a low import content. The 
economies of many west European countries appear less sluggish 
when their performance is viewed through other cyclical indica- 
tors. In fact, output in manufacturing accelerated significantly 
from the end of 1983 and, in most west European countries, it 
rose at an annual rate of 3-4 per cent in the first three quarters of 
1984.2% The significant growth in imports into most countries of 
this group may thus reflect accelerating growth in west European 
industry. Part of this import growth is accounted for by oil—in the 
first half of the year, imports from OPEC member countries rose 
by some 3 per cent in value, suggesting a volume growth of about 
8 per cent. The largest proportion of the increase in west Euro- 
pean imports, however, corresponds to intra-European trade. 
This is clearly shown by the value changes for the first half of 1984 
in table 5.2.2: more than 50 per cent of the rise in the value of 
imports into the countries of the EEC originated in western 
Europe, and this share was nearly 90 per cent for the EFTA 
member countries. Hence, west European import demand con- 
stituted a considerable stimulus for the region’s exports. 


The volume of exports from western Europe rose by 7.5 per cent 
in the first three quarters of 1984, an increase that also represents 
a noticeable acceleration from the 1983 export growth. The 
increase in export volumes was almost 9 per cent for EFTA, but 
this area had already experienced a significant export rise in the 
previous year, owing to the effects of currency devaluation in a 
number of member countries. More than half of the volume 
increase in west European exports may be attributed to intra- 
regional trade, though exports to the United States also contrib- 
uted significantly.29° The United States’ import demand seems to 
have been particularly important for the export performance of 
the EEC, while for the EFTA countries shipments to western 
Europe appear to have accounted for most of the growth. It is 
worth noting that the large share of intra-regional flows in west 
European trade makes the region very dependent upon its own 
trade developments: the impact on west European exports of a 
3-4 per cent rise in European imports from western Europe is 
equivalent to that of a 30 per cent increase in this region’s exports 
to the United States. 


In North America, export volumes increased steadily since the 
fourth quarter of 1983. This growth is partly accounted for by 
Canadian exports to the United States; but the volume of exports 
from the United States also rose by more than 6 per cent in the 
first three quarters of 1984. This is a remarkable increase given 
the sharp deterioration in the United States’ competitive position 
entailed by the appreciation of the dollar (chart 5.1.3 in section 
5.1.(i)). There are two reasons for this growth, however: first, 
most of it reflects exports to Canada and Japan (table 5.2.2). two 
markets where the United States’ competitiveness is likely to 
have remained roughly unchanged, as the Canadian dollar and 
the Japanese yen did not depreciate significantly against the 


298 See OECD, Main Economic Indicators, January 1985. 
299 See table 2.2.8 in section 2.2. 
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CHART 5.2.1. 


Indices of trade volumes and unit values for western Europe and North America 2 
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a Volume indices are seasonally adjusted. 
b Excluding southern Europe, 
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TABLE 5.2.1 


Trade volumes of western Europe and North America, 1982-1984 
(Percentage changes from previous year) 
a ee oe ee ee | ee 


Exports Imports 

1984 1984 

(Jan.- (Jan- 
1982 1983 Sept.) 1982 1983 Sept.) 

North America. —7.7 —2.3 12.4 —7.7 ПИ 28.2 

of which: 
United States —10.3 -6.9 6:2 —5.8 11.3 28.8 
Western Europe . 0.8 333 15) 2.0 2.5 6.0 
of which: 
EEC. 1.0 2.8 7.4 я, 2.5 5.6 
of which: 

Bel gium-Luxembourg 2.0 3.9 5.85 1.0 —3.1 3.35 
France 5. oe —2.9 3.0 5.0 3-1 —2.0 #7 
Germany, Fed. Rep. of . 2.8 — 9.0 Е 4.2 6.8 

Italy —0.9 5:7 6.9 3.4 et 8.1 
Netherlands —1.0 del 6.1 - 4.3 9.5 
United Kingdom 3.0 — 7.4 4.2 8.0 8.4 
ЕЕТА 0.1 7.6 8.8 7 1.9 6.6 

of which: 

Austria . 1.0 4.7 9.0 —1.0 6.3 10.1 
Finland . —2.9 4.0 =) 1.1 32 2.1 
Norway . —1.0 13.4 10.0 4.2 —4.0 14.4 
Sweden . 3.0 12.5 77 553 4.0 6.2 
Switzerland —2.9 — 72 —1.9 3.0 6.5 


Source: United Nations, Monthly Bulletin of Statistics, December 1984 and January 1985; OECD, Monthly Statistics of Еогавп Тта4е, 


Series A, January 1985 and national statistical publications. 
4Including Greece. 


bECE secretariat estimate based on data for the first half of the year. 


United States’ dollar; secondly, an important part of United 
States’ exports is made up of agricultural commodities and high 
technology manufactures—products for which demand 15 
probably not very sensitive to price changes. 


Export prices of western Europe continued to decline in dollar 
terms, due to the weakening of inflation rates in the region and to 
the depreciation of the European currencies vis-a-vis the United 
States’ dollar (table 5.2.3 and chart 5.2.1). In the first three quar- 
ters of 1984, export prices declined more rapidly than the prices 
of imports—the latter reflected a small increase in primary 


commodity prices. Hence, the terms of trade of western Europe, 
which had improved slightly in 1982 and 1983, deteriorated in 
1984. This applies to the EEC, while for the EFTA area the terms 
of trade deteriorated slightly in 1983 and improved in 1984. 


Price developments were more favourable for the United 
States: a moderate rise in export prices, combined with falling 
import prices, entailed appreciable terms of trade gains in 1982- 
1983; the United States’ terms of trade improved further in 1984, 
as a moderate rise in import prices was more than offset by the 
increase in the prices of exports. 


TABLE 5.2.2 


Changes in the value of trade of North America and western Europe: 
contribution of the different areas, by origin and destination, 19844 
(Percentage points) 
——————— eee 


Total 
percentage North West European Non-oil 
change America Europe Japan CPEs OPEC developing 
Exports: contribution by area of destination 
North America. ae Ley 9.5 —0.1 1.3 0.2 —0.5 1.7 
of which: United States. 7.8 5.1 —0.3 1.6 0.4 09 19 
Western Europe . 3.4 2.8 2 0.1 0.4 1 0.1 
of which: ЕЕСЬ. 1.9 2.6 НЫ 0.1 —0.4 —1.1 —0.4 
EFTA 7.4 3.0 4.7 0.3 —0)5 — 0:7 0.4 
Imports: contribution by area of origin 

North America. о SSIES) 8.3 6.5 7.0 0.1 2.9 6.6 
of which: United States. 3223 6.1 И 8.2 0.1 31 TBS) 
Western Europe . 3.8 — Dell 0.2 0.5 0.3 0.7 
of which: ЕЕСЬ. 4.4 0.2 2:3 0.3 0.4 0.2 0.9 
EFTA PE —1.0 2.4 0.1 1.0 3) 0.5 


ee 


Source: ECE secretariat estimates based on data published in United Nations, Monthly Bulletin of Statistics, December 1984. 


4First half of the year 


Ь Including Greece 
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TABLE 5.2.3 


Unit trade values (in US dollars) and terms of trade of western Europe 
__and North America, 1982-1984 
_ (Percentage changes from the previous year) 
——— eee 


1984 
1982 1983 (Jan. -Sept.) 

Unit Export Values 
INorth "America, ... 5... 0.1 — =i} 
of which: United States. . . . . its 1-5) 2.4 
Western Europe . —4.4 —5.4 —5.8 
of which: ЕЕСа. —4.4 —5.2 — 6.4 
ЕЕТА. —4.3 — 6.9 —2.4 

Unit Import Values 
North America. Ene —1.1 —4.7 Le 
of which: United States. —1.0 —4.9 1.5 
Western Europe . =6.8 —6.4 —4.6 
of which: ЕЕСа. —6.8 —6.4 —4.5 
EFTA. —6.7 —6.3 —4.6 

Terms of Trade 

INOKUHEAMIETICA a о. nS 4.9 —1.5 
of which: United States. .... 2.3 6.7 0.8 
А Е ie oe 8 ene 2.5 И = 
Of which® BEG? 2 ....... 25 1.3 —2.1 
| 21g Oe о о ба es 2.6 —0.7 2.2 


Source: See table 5.2.1. 
4Including Greece. 


(b) Balances on trade and current account 


As mentioned in section 5.1 above, the major change in the 
regional pattern of trade balances was the substantial increase in 
the deficit of the United States, despite the rise in its exports and 
favourable terms of trade developments. The United States’ 
trade deficit is estimated to have reached $123 billion by the end 
of 1984, or slightly less than double the deficit in 1983 (chart 
5.2.2). The increase in the trade deficit is a result of the high 
exchange value of the dollar, the rapid growth of the United 
States’ economy and the weaker expansion of major trading 
partners, especially in Latin America. It has been estimated that 
each of these factors is responsible for one third of the deficit 3” 
The current account balance deteriorated even more, from about 
$42 billion in 1983 to over $100 billion in 1984, as a result of a 
severe erosion in the traditional surplus on services and invest- 
ment income. In 1984 net service receipts decreased, as did the 
receipts on direct investment income; on the other hand, interest 
payments on foreign investment in the United States rose 
strongly. In fact, the United States is experiencing a structural 
shift in its foreign investment position, from a large surplus to a 
rapidly growing burden of servicing the external debt. 


No significant changes occurred in the trade and current 
account balances of Canada, which continued registering 
surpluses. The nearly $20 billion surplus on trade originates 
largely from the transactions with the United States. 


There was a significant improvement in the trade and current 
account balances of many west European countries. The trade 
deficit of France was reduced to some $2 billion, while the deficit 
on the current account almost vanished. The trade and current 
account deficits of the south European countries were also con- 
siderably reduced (the current account of Spain moved into 
surplus) owing to a good export performance and, in some 


300 Morgan Guaranty Trust Company of New York, World Financial 
Markets, September 1984 
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countries, to policies aiming to restrain imports. The trade 
surplus of the Federal Republic of Germany decreased by $4-5 
billion in 1984, to some $18.5 billion. Almost half of this surplus 
originated in trade with the United States. The surplus on the 
current account is estimated to have been $6.5 billion, slightly 
larger than in 1983. In the United Kingdom there was a marked 
widening of the non-oil trade deficit; but an increased surplus in 
oil trade and in invisibles resulted ina Virtually balanced current 
account. The smaller countries of north-west Europe registered 
increased trade and current account surpluses, partly owing to 
trade in oil and gas (Norway and the Netherlands). 


(c) Outlook for 1985 


In western Europe the growth of import volumes is expected to 
slow down slightly, to some 4-5 per cent (table 5.1.7 in section 
5.1(i)). The rate is anticipated to be somewhat below average for 
France and above average for the Federal Republic of Germany. 
Despite the slowdown, the foreseen growth in west European 
imports will still constitute a significant stimulus to intra- 
regional trade. Exports from the west European countries will 
also benefit from the growth of imports into the United States. 
The latter is predicted to be considerably below the 1984 rate, but 
nevertheless somewhat above 8 per cent, reaching perhaps 10 per 
cent. The United States is likely to continue sharing in the trade 
dynamism of the Pacific area, but trade with Canada may slow 
down. Hence, the United States’ exports will probably rise at a 
rate slightly slower than in 1984. 


Changes in trade prices in dollar terms will very much depend 
on the exchange value of the United States currency. A further 
appreciation vis-a-vis the European currencies may entail 
another decline in the trade prices of western Europe, as the rate 
of inflation in the region is foreseen to decline to about 6 per cent. 

For both western Europe and North America export prices may 
rise faster than the prices of imports, as prices of manufactures 
are likely to increase by 5 to 6 per cent, while those of primary 
products and oil may stabilize or decline. Hence, there may be a 
terms of trade gain in both regions. 


The current account deficit of the United States will probably 
widen: imports will grow faster than exports and the invisible 
balance will continue deteriorating. 


The combined current account of the west European countries 
is expected to register a surplus of some $15 billion, or nearly as 
much as in 1984. France is expected to move into surplus; the 
current account surplus of the Federal Republic of Germany may 
improve slightly; the United Kingdom is forecast to remain with 
a balanced current account, and Italy may register a small deficit. 


(ii) The structure of west European trade and the impact of United 
States’ import demand 


The impact on the European economies of the current recoy- 
ery in the United States has not been as large as many expected. 
In fact, the “locomotive approach” of the late 1970s, and its most 
recent variants (e.g. the “differentiated approach”) 0', assumed 
that growth in any of the major economic powers—the United 
States, Japan and the Federal Republic of Germany as the 
economic centre of the European Community—would induce 
growth in the economies of other countries. Recent trade de- 
velopments suggest that it is not so simple, at least with respect to 
the effect of non-European “locomotives” on the European 


301 In the “differentiated approach”, differences in the economic situ- 
ation of the various countries are taken into account, with more impetus 
to growth being expected to come from those countries that are in a 


stronger economic position 
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CHART 5.2.2. 


Balances on trade and current account , 1981-1984 
(Billions of US dollars) 
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economies. The volume of United States’ imports from western 
Europe rose by almost 40 per cent in 1984, but this increase only 
contributed about 2.8 percentage points to the growth in west 
European exports.*?? One reason for this is that Europe has 
become increasingly “sheltered” from external influences, as a 
result of a strengthening in intra-European trade, which entailed 
a weakening of trade relations with other regions, including 
North America. The intensity of the trade relations between 
the European countries and North America declined steadily 
over the period 1965-1980, but there was an intensification of 
west European exports to the United States in 1980-1984. This 
recent change seems to be a reflection of the second oil shock, 
which apparently created increased opportunities for European 
shipments to that country. 


This note intends to investigate these aspects of trade relations 
between western Europe and North America. First, these re- 
lations are viewed within the framework of the structural changes 
in west European trade with major economic regions. The 
second part focuses on the effect the product composition of the 
United States’ imports had on trade with western Europe in 1980- 
1984. 


(a) Structural changes in west European trade 
with major economic regions 3% 


The structural trade links between countries and regions can 
be analysed by means of “trade intensity coefficients”, which 
measure a given country or region’s trade structure relative to the 
structure of world trade. For exporter i and market /, these coef- 
ficients may be defined as the share of market jin exports from i, 
normalized by the share of the same market in world exports. 
They can also be defined as the share of exporter /in imports into 
j, normalized by the share of the same exporter in world 
imports,3°5 This ratio equals / whenever the share of market / in 
Г; exports is the same as the share of that market in world exports 
(or the share of jin the market j equals i’s share of world imports). 
A coefficient of less than (greater than) unity indicates a weaker 
(stronger) than average trade flow between jand/j. Therefore, the 
“trade intensity coefficients” measure the relative strength of the 
trade links between two countries or country groups. These 
ratios are relatively stable: they reflect trade links deriving from 
geographical distances, historical ties, production patterns, and 
are less affected by changes in demand patterns and supply 
conditions than the market shares that are normally used to 
analyse trade relationships. Thus, changes in these structural 
coefficients may be expected to reflect, to a large extent, changes 
in the “economic distances” between trading partners, which are 
influenced by a number of factors, including trade policies.*° 


302 See table 2.2.8 in section 2.2. 

303 The impact of the United States’ recovery on the European econ- 
omies was also offset by the negative effects of financial developments, 
which counteracted the positive effects arising from the trade revival 
These aspects are discussed in chapter 2 above. 

304 Рог this section, the data sources and the basic approach are the 
same as used by the secretariat in a study on structural changes in North- 
South trade, published recently in Economic Bulletin for Europe, vol. 36, 
No. 4, Pergamon Press for the United Nations, December, 1984. 


305 The coefficient is calculated as: 


XG XG Xi Xj 
dy == Ot las 
ХХ xX; Х 
where, X; is exports from exporter / to market /; X;. is total exports from /; 


X; is total imports into / and X.. is total world trade value. 

306 Рог a more detailed discussion of the coefficients, see United 
Nations, Economic Commission for Europe, Economic Bulletin for 
Europe, vol. 24, No. 2, 1973, and vol. 36, No. 4, op. cit., 1984. 
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“Trade intensity coefficients” for west European exports to 
and imports from major economic regions are shown in chart 
5.2.3.307 The coefficients indicate that the trade intensity is much 
higher for the relations between European countries than for 
trade between western Europe and other areas or country groups. 
Furthermore, intra-European trade strengthened steadily over 
the whole 1965-1984 period, while the intensity of trade between 
western Europe and other regions tended to weaken (the most 
significant exception to this declining trend is the rise in the 
intensity of west European imports from the centrally planned 
economies of Europe, which is likely to be due, for the most part, 
to trade in oil and gas). 


The reinforcement of the trade relations between European 
countries reflects, to a certain extent, the trade creation and 
diversion effects of the free trade agreements established among 
the European countries in the 1960s and early 1970s. It may also 
be a consequence of the weakening of trade relations between 
Europe and the developing countries which followed the break- 
ing of colonial ties. However, intra-European trade intensified 
significantly in 1980-1984 and this recent strengthening can 
hardly be explained by the above-mentioned factors, whose 
effects were likely dissipated by the early 1980s. It may, however, 
be partly the result of a shift in European oil imports from OPEC 
members to west European producers, although trade with other 
non-European partners, including exporters of manufactures, 
also weakened in these уеаг$.308 This suggests that, in the early 
1980s, other factors were at work, for example trade policies that 
discriminated against third partners. 


The intensity of west European trade with North America 
tended to decline over the last two decades. West European 
imports from this region clearly weakened in 1965-1972: the 
intensity coefficient dropped from 0.68 to 0.55. In 1972-1982 the 
import intensity coefficient remained broadly unchanged (except 
for an increase in 1980), but in 1982-1984 it declined further. The 
intensity of west European exports to North America declined 
still more rapidly up to 1980: the coefficient fell from about 0.60 
in the late 1960s to some 0.42 in the late 1970s. But in 1980-1984 
there was a noticeable strengthening in exports from western 
Europe to North America. 


This recent upturn was apparently caused by a change in the 
United States’ sources of supply of oil and primary products in 
favour of west European countries. The impact of the product 
structure of the United States’ import demand on the trade re- 
lations between that country and western Europe is analysed in 
the following section. 


(b) The product mix of United States’ imports in 1980-1984 
and its impact on trade with western Europe 


Since 1980, west European exports to North America, particu- 
larly to the United States, intensified noticeably. The sharp rise 
in the United States’ imports from western Europe in 1983-1984 
may explain part of this strengthening, but other factors were at 
work as well. In fact, the reinforcement of west European exports 
to the United States was already under way before the economic 
upturn; moreover, in those recovery years, the share of the 
United States in exports from western Europe rose more rapidly 
than that country’s share in world exports (table 5.2.4). 


307 The coefficients refer to current trade values, because data for 1980- 
1984 were only available at current prices. In any case, as these coef- 
ficients stand for relative trade shares, they are not very sensitive to 
relative price changes 

308 See Economic Bulletin for Europe, vol. 36, No. 4, op. cit. 
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CHART 5.2.3. 
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Commodity Trade Matrix, tape, New York, 1983 and United Nations, Monthly Bulletin of Statistics, December 1984. 


a For exports, the coefficient is the share of a given market in exports of western Europe normalized by the 
share of the same market in world exports; for imports it is the share of a given exporter in west European imports, normalized 


by the share of that exporter in world imports. 


Between 1980 and 1984, the share of the United States in west 
European exports rose from 5.5 per cent to nearly 9 per cent, after 
a Steady decline in 1965-1980. This seems to have been the result 
of shifts in the sources of supply of the United States’ imports, 
which apparently benefited some countries in western Europe. 


Over the 1980-1984 period, the United States’ imports of 
manufactures increased faster than total imports (table 5.2.5 and 
chart 5.2.4). This presumably favoured the west European coun- 


tries, as manufactures account for more than 70 per cent of their 
exports to the United States (this proportion compares with 50 to 
60 per cent in world exports to this country). Furthermore, en- 
gineering and consumer goods, which make up nearly 50 percent 
of western Europe’s exports to the United States. were the most 
rapidly growing product-groups in 1982-1984. It is noteworthy 
that exchange rate movements in this period clearly helped to 
raise the competitiveness of the west European countries vis-d- 
vis the United States and other competitors in that market (e.g. 
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CHART 5.2.4. 


Growth in US imports by product group and area of origin, 1981 — 19842 


(Percentage changes) 
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Japan and Canada). However, it was trade in oil and primary 
products, not in manufactures, that strengthened west European 
exports to the United States. 


TABLE 5.2.4 


The share of the United States in world exports and in exports 
from western Europe, 1980-1984 


(Percentages) 
1980 1981 1982 1983 19844 
World . 12.2 Tat 12.5 14.0 15.8 
Total western Europe. . . 5.5 6.6 6.8 7.6 т 
of which 
BE Cr с ate D0 6.8 ТЕ 7.8 8.9 
ВЕ А о 5.5 5.6 6.6 8.1 


Source: United Nations, Monthly Bulletin of Statistics (Special Table В), June and Decem- 
ber 1984. 


а January-June. 


In 1981-1982 western Europe’s exports of manufactured goods 
to the United States rose less than the United States’ total 
imports of manufactures; but the region’s exports of primary 
products and oil to the United States increased, while the coun- 
try’s total imports of these products declined. This applies only 
to the EEC area, as the changes in trade with the EFTA countries 
moved in the opposite direction: their manufactured exports to 
the United States rose faster than the country’s total manufac- 
tured imports, while their exports of oil and primary commodi- 
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TABLE 5.2.5 


Changes in United States’ total imports by product groups, 1981-1984 
(Percentage change from previous year) 


OO 


1981 1982 1983 19848 
"Го Gee eee 8 —7 6 31 
Primary products. — —13 12 17 
Fuels 3 —20 =ailil 8 
Manufactures sys een oe sees oe 14 2 12 44 
of which: 
Semi-manufactures . ... . 20 7 1 41 
Engineering goods 12 5 16 47 
Consumer goods . 14 5 15 42 


Source: United Nations, COMTRADE tape. 
4 January-September. 


ties tended to decline more rapidly than the United States’ 
imports of these products (chart 5.2.4). 


During the 1983-1984 recovery there was a change in the 
product mix of the United States’ total import demand: in the 
beginning of the recovery, imports of primary products were 
growing faster than imports of manufactures; but in the last quar- 
ter of 1983, manufactures began to grow more rapidly (chart 
5.2.5). Surprisingly, imports of primary commodities from 
western Europe grew even faster than the United States’ total 
commodity imports. This higher growth originated in raw ma- 


CHART 5.2.5. 


Quarterly indices of US imports of primary commodities and manufactures, 1982 (IV) — 1984 (1) 
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terials and non-ferrous metals, perhaps revealing a shift in the 
United States’ sources of supply from the developing countries to 
European producers. In trade in manufactures, western Europe’s 
exports rose at a slower pace than the United States’ demand for 
these goods. As a whole, west European exports to the United 
States in 1983 rose less than this country’s total imports. But in 
1984 the increase in west European exports to the United States 
was again larger than the rise in this country’s import demand, 
partly due to trade in oil: the United States’ imports of oil from 
Europe increased more than its total oil imports. For the EFTA 
group it also reflected a faster growth in primary products (chart 
5.2.4). Exports of manufactured goods from west European 
countries to the United States increased, in 1984, at the same high 
tate as the United States’ total manufactured imports. 


The developments described above entailed an increase in the 
share of western Europe in the United States’ market, from 19.4 
per cent in 1980 to 21.3 per cent in 1984 (table 5.2.6). This 
increase Originated fully in a share gain of the EEC in the United 
States’ market for primary products and oil. In the case of oil, 
most of the gain is accounted for by the United Kingdom and the 
Netherlands; in primary commodities, it was largely due to 
increased exports of non-ferrous metals from the United 
Kingdom. The share of the west European countries in the 
United States’ market for manufactures actually declined over 
the 1980-1984 period, though it rose slightly in 1984 from the 
preceding year. This recent increase in the west European share 
of United States’ manufactured imports stems from France’s 
share gain in machinery and Italy’s gain in chemicals and in 
textiles and clothing. 


In short, the strengthening of west European exports to the 
United States in 1980-1984 seems to have been mainly the result 
of a shift in the United States’ imports of oil, from the OPEC 
members to the European producers. There was also a strength- 
ening in European exports of primary commodities. However, 
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TABLE 5.2.6 
Share of western Europe in United States’ imports, 1980-1984 
(Percentages) 
1980 1981 1982 1983 19848 
All goods 
Total western Europe . 19.4 19.9 7.5) 20.9 23 
of which: ВЕСЬ. 15.0 15.8 17.3 16.9 17.2 


SUMAN Ss getaway В) 29 3.0 2.9 3.0 


Priary commodities 


Total western Europe . US 16.1 18.5 20.4 20.6 
of which: EEC. - о LOS 11.4 13.5 15:5 15.6 
PREACH, 15 9.2.3 2.4 2.4 2.6 2.6 
Fuels 
Total western Europe. . . 5.8 9.9 25 11.4 iA) 
OR WHICH EE COnm ne 9 Ts) 10.1 9.7 10.0 
BETA О: 6 Dn 72-7) 1.5 Wey 
Manufactured goods 
Total western Europe . 29.0 26.6 26.1 24.3 24.8 
of which: ЕЕСЪ. . ree eel 22.0 21.4 19.8 20.3 
BETAS Ew № 3 343) 3.4 93 3.4 


Source: ECE secretariat, based on United Nations, COMTRADE tape. 
4 January-September. 

b Excluding Greece. 

CExcluding Portugal. 


trade in manufactures, which represents nearly three quarters of 
western Europe’s exports to the United States, did not intensify, 
not even in 1984 when the European countries could have ben- 
efited from the very fast growth in the United States’ imports of 
engineering goods. Other countries exporting these goods, 
namely Japan and some countries in south-east Asia, seem to 
have profited most from that growth. 


5.3 EASTERN EUROPE AND THE SOVIET UNION 


Developments in the external sector of the European centrally 
planned economies in 1984 were broadly in continuation of those 
observed in the preceding year: trade volume of the region 
expanded at roughly the same rate in both years; export growth 
generally outpaced that of imports, both in volume and in value 
terms, and trade balances improved further. 


These developments will be examined in some detail in this 
section. Changes in the overall volume of trade, in trade prices 
and the terms of trade, and in external balances in the last few 
years will be reviewed in succession. Thereafter, some aspects of 
changes in trade with the socialist countries will be examined 
separately.309 A final part will be devoted to a discussion of trade 
policy stances and the near-term outlook. East-west trade will be 
dealt with in greater detail in section 5.4 below. 


Throughout, the review will be conducted in terms of volume 
changes wherever feasible, even though this involves a substan- 
tial amount of estimation in the case of the data for the last year. 
Information on recent changes in trade va/ue is shown for refer- 
ence purposes in a table placed at the end of this section.3!° 


(i) Growth in trade volume 


The volume of imports into the European centrally planned 
economies grew by somewhat more than 4 per cent in 1984, only 
slightly faster than in 1983. Export volume growth, at over 5 per 
cent, was also much as in the preceding year (table 5.3.1). Import 
growth accelerated somewhat in eastern Europe and slowed in 
the Soviet Union while export expansion was approximately 
unchanged in both cases. This relative steadiness of pace 
contrasts with the world market pattern of a strong upswing in 
1984 after a modest revival in the preceding year. 


Underlying this steadiness of trade growth at the aggregate 
level were significant, partly offsetting, shifts in the regional 
structure of trade flows. At the same time, the focus on short- 
term similarities masks important differences in the macro- 
economic significance of these recent changes between eastern 
Europe and the Soviet Union, which should be noted. 


309 For reasons of data availability for the last year in particular and for 
the estimation of volume and structural changes, the breakdown of trade 
partners used in the text and the tables of this section differs somewhat 
from that employed normally in UN statistics and especially in section 5.4 
below (see table 5.3.9, note a). Importantly, following the practice of the 
national statistical sources of the European centrally planned economies, 
Yugoslavia is here included in the data on trade with “socialist coun- 
tries”. Trade with the “market economies” refers to trade with all devel- 
oped and developing countries not included in the “socialist” trade 
aggregate. 

310 Table 5.3.9 (see also appendix tables C.4 and C.5, which provide 
information on trade levels, 1970-1984, in a somewhat different break- 
down of trade partners). For the sake of comparability with other value 
data in this Survey and other international data sources, those shown here 
generally reflect values measured in US dollars even for trade flows 
largely conducted in other currencies (e.g., intra-CMEA trade). Conse- 
quently, value changes will differ—often substantially—from those shown 
in national sources. More significantly, owing to large differences 
between countries in exchange rate adjustments against the dollar and 
the rouble (and the resulting cross-rate variations), this procedure tends 
to reduce the cross-country comparability of value changes in rouble-area 
trade flows. 


An important feature among the regional shifts was a pro- 
nounced acceleration in the growth of Soviet exports to socialist 
countries—largely to the east European centrally planned econ- 
omies, as can be seen from the fact that this was matched by a 
somewhat smaller rise in the volume of east European imports 
from socialist countries (table 5.3.2). This follows a period of 
several years during which the volume of these flows had been 
declining or stagnating even while their va/ue was rising rapidly, 
in reflection of the endeavour of both the Soviet Union and its 
east European trade partners to adjust to the latters’ deteriorating 
terms of trade. Since Soviet deliveries of fuels and raw materials 
constitute a very large part of this trade flow (some 50 per cent for 
fuels and energy, and another 11 per cent for minerals and metals 
in 1983), they are likely to have played an important role in this 
volume increase, and perhaps in the acceleration of output 
growth in eastern Europe noted elsewhere in this Suey. Though 
there was also a large rise in the volume of Soviet imports from 
socialist countries, this was not sufficient to prevent a deteriora- 
tion in the balance of trade between the Soviet Union and eastern 
Europe. 


The volume of Soviet exports to the market economies rose 
only sluggishly, reflecting an advance in exports to the developed 
market economies and a very sharp drop (13 per cent in value 
during the first three quarters) in those to the developing coun- 
tries. Soviet imports from both groups of market economies stag- 
nated. These developments, which represent a substantial break 
with the trends of the last few years, will be analyzed further 
below and in section 5.4 (east-west trade). 


In the case of the east European countries jointly, the stepped 
up pace of imports from socialist countries was the only notable 
feature of change by comparison to the preceding year, but there 
were some significant differences in experience among the six 
countries. A substantial acceleration of export growth occurred 
in Romania, stemming entirely from a very large increase (esti- 
mated at over 20 per cent) in exports to the market economies, 
and imports into Romania also started to expand again after three 
years of contraction. Import growth accelerated also in Poland. 
In both countries, however, this reflects an only partial recovery 
from the very large import contractions they had had to undergo 
in the last few years to escape from severe payments crises.3!! In 
the remaining countries, variations in trade growth were smaller. 


In Bulgaria, as in Romania, both export and import volume 
growth was largely carried by advances in the non-socialist 
markets. In Czechoslovakia, most of the strength came from 
trade with socialist partners. In the remaining countries, the 
contribution of the two markets to export growth was about 
evenly split, whereas import growth originated more pronoun- 
cedly from the socialist trade partners. Only in Hungary, how- 
ever, was there a decline in the volume of imports from the 
market economies, in consequence of that country’s external 
adjustment policy. 


311 The level of Polish import volume in 1984 was still some 18 per cent 
below that of 1980 (20 per cent below 1978, the prior peak). In Romania, 
import volume was by at least a quarter below the 1980 level. 
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TABLE 5.3.1 


Eastern Europe and the Soviet Union: volume of foreign trade, by country, 1982-1984 


(Annual percentage change) 


—— ВЕНЕ БЕН НИ 


Exports Imports 
1982 1983 19844 1982 1983 19848 
Bulgaria 11.3 4.4 7.0 92 5.7) 3.0 
Czechoslovakia cs о 6.1 5.7 6.0 2.9 2.0 55 
German Democratic Republic. 5.4 10.6 4.0 0.4 5.3 6.0 
Hungary . es) 9.4 5.5 —0.1 3.9 1.0 
Poland . 8.7 10.3 9.0 —13.7 5.2 9.0 
Romania . 7.6 0.9 12.0 —22.8 —5.0 7.0 
Eastern Europe. 5.6 7.4 15) —4.6 3.4 55 
Soviet Union 4.6 33 3.0 9.8 4.0 5.0 
Eastern Europe and Soviet Union Syl 5.7 ad. 22 Sa: 5.72 


м 


Source: Appendix table В.15. 


4Preliminary national data and secretariat estimates. 


If apart from Romania eastern Europe did not share in the 
trade acceleration impulse emanating from the world market in 
1984, this has to be seen against the fact that export growth—es- 
pecially in trade with the market economies—had been notably 
strong already in 1982-1983 if compared to the prevailing current 
of shrinking or only weakly expanding world demand. 


In fact, the determining force for the development of the east 
European countries’ external trade in recent years had not been 
outside demand, but domestic policies shaped by the urgent need 
to effectuate an adjustment to a number of negative develop- 
ments in the external sector.3!2 These required a rapid turnround 
in the foreign balance, achieved through strong export promo- 
tion efforts as well as policies to hold down imports. The adjust- 
ment steps and their success have been analysed in earlier ECE 
publications.3!3 What is to be retained here—to provide a 
perspective to this summary of short-term changes in trade vol- 
ume-—is the fact that whereas the real exports of the east Eu- 


312 These included deteriorating terms of trade in the convertible- 
currency and the rouble markets, stemming io a large part from the shifts 
in world market prices of the 1970s, but also from unfavourable produc- 
tion structures and low success rates in adjusting export offer to market 
requirements. Sudden action was required in all countries of the group 
when the balance-of-payments squeeze of 1981-1982 was super-imposed 
on these long-term conditions. 


313 See Economic Bulletin for Europe, vol. 36, No. 4, op. cit., chapter 1.4, 
and Economic Survey of Europe in 1982, chapter 4.3. 


ropean group had in 1984 exceeded the 1980 level by some 22 per 
cent, real imports, in spite of the recent expansion, were still 
some 3 per cent below the 1980 level. 


(ii) Price changes and terms of trade 


Price movements in external trade continued to be detrimental 
for the east European countries in 1984, though to a lesser degree 
than in the preceding few years. The Soviet Union probably 
experienced another terms-of-trade gain on its overall trade, but 
this too is likely to have been smaller than in the past. 


The trade price experience of the centrally planned economies 
constitutes a mixture of two price regimes frequently moving in 
opposite directions: the CMEA price system and current world 
market prices. Price determination in the шна-СМЕА market, 
which variously affects some 45-70 per cent of the trade trans- 
actions of individual centrally planned economies (much less in 
the case of Romania), has been based for the last decade on a 
formula of gradually absorbing past changes in world market 
prices in the guise of five-year averages moved forward 
annually.3!4 In 1984, energy prices under this system were still 
advancing at about twice the rate of the average price of most 


314 Proposals for changes in this price formation system have been 
under discussion for some time. However, agreement on anew approach 
appears to have been difficult to reach. Early in January 1985, it was 
decided at the 113th meeting of the CMEA Executive Committee to 
maintain the system in its present form for the 1986-1990 plan period 
(Pravda, 18 January 1985). 


TABLE 5.3.2 


Eastern Europe and the Soviet Union: volume of foreign trade by direction, 1982-1984 
(Annual percentage change) 
aoe ee Е. В SS ЕЕ 


Exports [тропу 
1982 1983 1984 1982 1983 1984 

Eastern Europe, to or from: 

World . mie 6 tf 8 —5 3 5 
Socialist economies . 6 6 6 —2 3 6 
Market economies 6 10 10 —13 6 6 

Soviet Union, to or from: 

World . rat 5 3 3 7 4 5 
SocialismhecOnOmiecs:.... beans ое sae —3 | 6 7 3 10 
MarnketneCOnoniuics у пы 18 if 1 6 5 1 


ны 


Source and country groups: As for table 5.3.8 
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TABLE 5.3.3 
Eastern Europe and the Soviet Union: unit values and terms of trade 


(Annual percentage change) 
SE ee ee ee se ee Ее Е 


Rouble trade4 


Convertible currency trade 


ee 


1981 1982 


1983 


1984 1981 1982 1983 1984 


ПЕ ЕО 


Eastern Europe 


Export при уаше о. 8 6 

Import unit values’. 2-4 4 13 10 

Terms of trade . —4 —3 
Soviet Union 

Exportiunit мае в. У ip 

Import unit values .... . 8 8 

О ЕО пой ь ос 9 5 


5 4 Se Pea 
7 5 4 | 
2 -1 ООВ лье ray 
10 7 д -6 5  =4 
6 4 о 
4 2 —3 2 1 1 


и EEE 


Source: table 5.3.8. 
4Unit value change measured in rouble terms. 
b Unit value change measured in US dollar terms. 


other goods (over 9 per cent in rouble terms), with the result ofa 
further shift of intra-CMEA terms of trade in favour of the Soviet 
Union (table 5.3.3). As this movement was somewhat smaller 
than expected, the absorption of the 1979-1980 fuel price shock 
into the CMEA price system may now almost have been com- 
pleted. However, residual effects remain to affect the 1985 price 
structure.3!6 


Estimations of the centrally planned economies’ price experi- 
ence in trade with the market economies are rather less firm, 
especially as concerns the Soviet Union. East European export 
unit values suffered, as in 1983, from an unfavourable commod- 
ity structure of exports to the market economies—especially of 
the increment in exports, which for most countries indicates a 
strong concentration of export growth in commodity groups with 
a relatively weak price performance in 1984.3!7 In the case of 
Soviet trade with the market economies, the estimate of a slight 
gain in the terms of trade hinges very much on the relative behav- 
iour of the prices of fuel and energy exports and foodstuff 
imports.3!8 


(iii) Trade balances 


Further gains in the overall trade surplus were registered in 
1984 by the east European countries in the aggregate while the 
Soviet Union maintained its large surplus (table 5.3.4; see also 
table 5.3.9 for country data). 


315 A 12-13 per cent increase had been predicted in last year’s Survey 
(op. cit., p. 220), based on past movements of world market oil prices. 


316 Hungarian planners reckon with a 2 per cent rise in their export 
prices and а 3-4 рег cent rise in import prices in rouble area trade (Tervgaz- 
dasagi Ertesito, 29 December 1984), which might point to a 4-5 per cent 
rise in fuel prices. 


317 The dollar prices of minerals, ores and metals declined by 6 percent 
and those of fuels by 5 per cent (table 5.1.2); this commodity group 
provided 56 per cent of the increment in Czechoslovak exports to market 
economies. In Poland, fuels—mainly coal—supplied 26 per cent of the 
increment in export value; the prices of coking and steam coal imports 
into the OECD area, where most of Polish coal exports go, appear to have 
suffered particularly steep erosion in 1984—by some 15-18 per cent in the 
first half of the year (IEA, Energy Prices and Taxes, third quarter 1984). 
Agricultural product prices significant in east European exports to market 
economies also seem to have declined at above average rates (United 
Nations, Monthly Bulletin of Statistics, December 1984, table 59). Hungary 
reports an 11 per cent price drop in dollar terms in its foodstuff exports to 
the non-rouble trading area for the first three quarters of 1984 (Statisztikai 
Havi Kozlemények, 1984, No. 10, р. 95). Items in this class provided 15 per 
cent of the Czechoslovak, 33 per cent of the Hungarian and 18 per cent of 
the Polish export increment in non-socialist or non-rouble trade. 


In eastern Europe, all countries but Czechoslovakia and the 
German Democratic Republic showed gains in the overall 
balance, and Bulgaria, the only country of the region still in 
overall deficit in 1983, attained a small surplus in its trade flows. 
The combined trade balance of the east European countries with 
the market economies improved by over $1 billion in 1984, follow- 
ing the massive gain of almost $5 billion in 1982 and a $1 billion 
rise in 1983. As in the preceding year, the rise in the surplus is 
based entirely on trade with the developed market economies, as 
the surplus with the developing countries declined again. As to 
country positions, only the substantial trade surplus of the 
German Democratic Republic in the convertible currency sphere 
appears to have eroded slightly. Hungary, which was the only 
country remaining in deficit with the market economies in 1983, 
swung into surplus for the first time.3!9 The adjustments in indi- 
vidual country positions all were in the $100-$200 million range 
except for that of Romania, which accounted for two thirds of the 
combined $1 billion rise in the east European surplus.320 


318 The unit value of Soviet crude oil exports to the OECD area (an 
average of contract and spot market prices) appears to have declined 
rather less in 1984 than the unit value of overall OECD crude imports, 
mainly because Soviet price reductions in the first quarter of 1983 pre- 
ceded those of other oil suppliers: for the first three quarters the price 
drop is just over 1 per cent, as against almost 4 per cent for total OECD 
crude imports (IEA, op. cit., third quarter 1984). Price cuts on oil 
products and natural gas may have been much larger, but given the rela- 
tive weights of these commodities in total Soviet energy exports, the total 
unit value decline is likely to have been 3 per cent or less. Since energy 
exports appear to provide the bulk of the Soviet export increment, this 
component is also decisive for the overall price change in exports to the 
market economies. On the import side, foodstuffimports appear to be the 
determining factor (26 per cent of non-socialist imports in 1983, and with 
a much larger share in import growth in 1984), with grains as a major 
component. International grain prices appear to have declined some 5 per 
cent in the first three quarters of 1984 (United Nations, Monthly Bulletin 
of Statistics, loc. cit.). 


319 Hungary, however, has since 1982 registered surpluses in its total 


convertible-currency trade, based entirely on its convertible-currency 
transactions with other CMEA countries (mainly the Soviet Union). As 
against the $160 million surplus with the market economies, this total 
convertible-currency surplus reached $600 million in 1984. 

320 Tt should be noted that the data on 1984 regional trade flows and 
balances for Romania (as are those for the German Democratic Republic) 
are ECE secretariat estimates based on a national data for the totals and 
rates of change in trade flows reported by CMEA and OECD partner 
countries. Estimates of changes in trade with developing economies and 
of trade balances by direction for these two countries, as residual pos- 
itions, are thus less certain than those for countries where either full-year 
data are available or within-year reporting of trade is the practice. | 
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TABLE 5.3.4 


Eastern Europe and the Soviet Union: trade balances, 1981-1984 


(Billions of US dollars) 


—— ES ee eee 


Eastern Europe with: 


World . F 
Socialist countries ae 
Developed market economies . 
Developing countries . 

Soviet Union with: 

World . ; 
Socialist countries a 
Developed market economies 
Developing countries 


Source and country groups: As for table 5.3.9. 
4 Preliminary estimates. 


As already noted, the external adjustment gains of the east 
European countries with the market economies were partially 
offset by a widening of the deficit with other socialist countries, 
mainly in trade with the Soviet Union (table 5.3.9). 


The trade surplus of the Soviet Union remained unchanged, a 
widening of the surplus with the developed market economies 
being offset by a reduction in the surplus positions with the other 
country groups. 


(iv) Trade among socialist countries 


A substantial upswing in the volume of east European and 
Soviet trade with other socialist economies has already been 
noted above. In the following section, the regional composition 
of the change in 1984 will be briefly reviewed. Then the question 
will be asked, on the basis of data for a longer term period, 
whether there is any sign of a turning away of the CMEA coun- 
tries from the world market. 


(a) Trade rise in 1984 


The data on recent changes in trade value in dollar terms 
shown in table 5.3.9 suggest a severe deceleration between 1983 
and 1984 in the growth of intra-socialist exchanges, especially in 
the case of the east European countries, but also in that of the 
Soviet Union. Thus, to give only two examples, value growth in 
east European exports to socialist countries is shown to fall from 
7 per cent in 1983 to about | per cent in 1984 (while exports to 
developed market economies are shown to rise at 6 and 8 per 


Jan.-Sept. 
1981 1982 1983 1983 1984 19844 
—2.7 4.4 6.0 4.3 5.0 6.8 
Sil S08 м м м 0 
—2.9 1.3) ЗН) 2.6 3.6 4.8 
3.4 3.9 3.0 2.0 1.8 2.6 
6.2 9.3 02 6.7 7.8 yl 
6.2 4.6 5.4 3.2 3.4 4.8 
Е Ni 1.3 —0.4 MD) 2.1 
12 4.8 4.5 2.9 ae 4.3 


cent, respectively); in the case of the Soviet exports to socialist 
economies, value growth declines from 8 to 3 per cent over the 
same two years (exports to the developed market economies 
rising at a constant 2 per cent in both years). To illustrate the 
distortions—warned against in an earlier footnote—which can 
arise from the conversion procedure, the same data are shown as 
growth rates in rouble terms in table 5.3.5 below to serve at the 
same time—together with the further breakdown into subregions 
among the socialist countries—as a benchmark for the observa- 
tions to follow. 


Table 5.3.5 shows that in rouble terms the value of trade among 
the socialist countries, especially within the European CMEA 
region, expanded at a relatively constant rate. As noted earlier, 
price rises in rouble trade have slowed significantly between the 
two years, especially for those flows dominated by fuels and raw 
materials (Soviet exports/east European imports in the intra-area 
exchanges). In trade among the east European countries, they 
probably came down from some 5 per cent in 1983 to some 4 per 
cent in 1984; since trade value rose at an unchanged pace, volume 
growth will have edged up another point from some 5 to 6 per 
cent, thus continuing the advance in trade among the smaller 
centrally planned economies first observed in 1983 after some 
five years of stagnant or declining trade. In trade between the 
east European countries and the Soviet Union, the rate of 
advance of east European export prices probably dropped from 
some 5-6 to some 4 per cent and that of import prices from some 
11 to some 7 per cent; on the basis of the rouble values shown this 
yields a rate of growth of east European export volume of some 


TABLE 5.3.5 


Eastern Europe and Soviet Union: value growth of trade with socialist countries, in rouble terms 
(Annual percentage change) 
SS ee ЕЕ ЕЕ 


Eastern Europe Soviet Union 
Exports /mports Exports Imports 
Destination or origin 1983 1984 1983 1984 1983 1984 1983 1984 
Socialist countries 11.3 11.4 10.4 We 10.5 12.8 9.3 12.4 
Eastern Europe. 10.4 10.8 10.9 10.5 10.9 135 gh 10.5 
Soviet Union 13.3 10.1 10.3 11.8 ent A 
Оферта: 1.9 253 9.1 16.1 9.2 13.8 =5.1 20.1 


а че ЗВ ОР НИВА НЕЕ ОЗ 


Source: As for table 5.3.9. Growth rates for 1984 refer to January-September, relative to the same period of 1983 
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CHART 5.3.1. 


Eastern Europe and Soviet Union: regional structure of trade at current and 1975 prices. 


(Percentage shares, five - year averages) 


Legend: Market economies 
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Source: National statistics (shares at current prices) and ECE secretariat estimates (shares at 1975 prices). 


For definition of partner country groups, see note to chapter 5.3. 


Period codes: 1:1960—1964 , 2:1965—1969, 3:1970—1974, 4:1975—1979, 5:1980—1984. 


6-7 per cent for both years, while east European imports from the 
Soviet Union are likely to have increased by about 5 per cent in 
1984, the first such rise in a number of years. 


A significant advance was registered in 1984 in trade with 
“other” socialist countries, including the Asian CMEA countries, 
Cuba, Yugoslavia and China. In Soviet foreign trade, the last 
three account for 20 to 30 per cent of the rise in the value of so- 
cialist trade, with especially rapid growth in trade with China. 
Yugoslavia and China are also of growing importance in the 
foreign trade of a number of east European countries.22! 


(b) Is CMEA turning inward? 


A number of developments in international economic re- 
lations have given rise to a feeling that a pronounced reversal was 


321 However, as trade with these countries is usually conducted in 
convertible or clearing dollars, or Swiss francs, at world market prices, the 
derivation of volume change estimates at rouble prices would be inappro- 
priate for this trade component. 


under way in the trends of the past 20 years towards rising inter- 
dependence between centrally planned and market economies. 
The east-west political tensions and western trade sanctions of 
the last few years contributed to this, as did the discussions of 
policies for enhanced regional plan and production co-ordination 
at various CMEA gatherings, which at times included calls for 
increased regional self-reliance in certain spheres of produc- 
tion.222, Indeed, on the basis of short-term movements in the 
trade shares of individual countries, which in some cases have 
been quite large,*?> some observers have concluded that a sig- 
nificant “inward turn” in the trade relations of the CMEA region 
has already taken place. 


32? An additional element has been the tendency in several socialist 
countries to state annual plan targets for intra-regional trade in terms of 
shares in total trade which invariably appear to imply a rise in this share. 
However, the comparison base used is usually not well defined, and in the 
actual outcome trade shares at current prices are often quite stable. 

323 Especially for Poland, where the share of socialist countries in total 
imports rose from 56 per cent in 1980 to 65 per cent in 1981 in conse- 
quence of the sharp drop in imports from the market economies during 
the country’s balance-of-payments crisis. 
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TABLE 5.3.6 


Eastern Europe and the Soviet Union: share of trade with socialist countries in total trade, 1975-1984 


Eastern Europe 


(Percentage) 


Soviet Union 


Exports Imports Exports Imports 

Current 1975 Current 1975 Current 1975 Current 1975 

Year prices prices prices prices Prices Prices prices prices 
ПО ee ee 67 67 60 60 61 61 ый 52 
ПО с. СЕ. 2 62 66 59 60 54 58 53 51 
LOST ee tah Shs ee 61 65 63 62 55 58 51 48 
О о 62 65 66 65 54 53 55 50 
По о 63 64 68 64 56 51 57 50 
НЙ, ое 62 63 68 63 57 52 60 50 


eS 
Source: National statistics for current price data; ECE secretariat estimates for shares at 1975 prices (see note to table 5.3.8). 


A brief review of changes in the intra-group concentration of 
trade may therefore be useful. For the reasons noted above, data 
on the share of east European and Soviet trade with all socialist 
countries—including non-CMEA trade partners—are used as a 
stand-in for a more precise measure. Recent changes in this 
share are shown in table 5.3.6, and trends in five-year averages for 
the period 1960-1984 are presented in chart 5.3.1. 


At this aggregate level of analysis in terms of trade shares, 
there does not appear any evidence for an inward re-orientation 
of east European and Soviet trade. In the case of eastern Europe, 
the share of socialist countries in total exports has been stable in 
nominal terms over the past five years and slowly declining in 
real terms, whereas in the case of the Soviet Union a rising share 
of socialist exports in nominal terms was accompanied by an 
even more rapid decline in the real share. These relations 
between nominal and real shares are consistent both with the 
relative movements of east European and Soviet export prices in 
intra-CMEA trade noted earlier, and with the above-average rate 
of growth of the volume of exports to the market economies. 


The share of imports into the east European economies from 
socialist -countries has indeed shown a pronounced rise in 
nominal terms over the past five years, and a more narrow one 
also in real terms. This rise, however, is rather the outfall—the 
passive reflection, as it were—of the absolute cutback in imports 
from the market economies required to meet the payments 
squeeze of 1981-1982. As noted earlier, the necessary balance-of- 
payments adjustment having been achieved, the volume of these 
imports appears to be rising again at least in pace with those from 
the socialist countries. In the case of the Soviet Union, the recent 
rise in the nominal share of socialist imports reflects entirely the 
lagged шиа-СМЕА price adjustment, the real share remaining 
essentially unchanged (the rise in the 1984 figure can be ignored, 
as it reflects very incomplete data). 


(у) Outlook for 1985 


Improvement of the external balance remains an important 
priority in the national economic plans for 1985 of most east 
European centrally planned economies. In their relationship 
with the market economies, a build-down of the external debt 
position continues to figure explicitly in the plan targets of 
several countries,324 and is probably the intention of others. Debt 


324Notably in Czechoslovakia, Hungary and Romania. In Czecho- 
slovakia, continued retirement of foreign debt is to result in “full equi- 
librium” in the convertible currency position of the state by the end of 
1985 in the sense that the country’s convertible-currency liabilities will be 
balanced by convertible-currency claims on foreign countries (pre- 
sumably including long-term claims on developing countries). 


service requirements, though now somewhat eased (see section 
5.4 below), still impose a substantial toll on the convertible- 
currency earnings even of those countries whose external debt 
has been rescheduled, thus necessitating continued large trade 
surpluses. In the relationship within the CMEA market, the 
reduction of the trade deficits with the Soviet Union remains on 
the agenda. As noted above, a further small deterioration in the 
east European countries’ terms of trade with the Soviet Union is 
expected, which will add to the real cost of this adjustment. 


At the same time, however, the constraints imposed by 
external balance considerations appear to have eased somewhat 
by comparison to the last few years. Thus, though the plans for 
1985 continue in most countries to be fairly restrictive on 
domestic absorption (growth of NMP-utilized or its compon- 
ents), the gap between the planned growth of output and that of 
absorption appears to have lessened. While the national plans for 
1984 in a number of cases called for or implied a substantial 
widening of trade surpluses, those for 1985 appear generally 
much less stringent.325 


To move from these general observations to a more precise 
appreciation of foreign trade policy stances is difficult, however. 
While the annual economic plans of the centrally planned econ- 
omies comprise a fully elaborated external sector, very little 
information is normally available on this component.326 The 
published plan targets (table 5.3.7), relating to “turnover” 
(exports plus imports) which may be in value or in volume terms, 
frequently do not even permit an inference about the expected 
direction of change. Hence any attempt to gauge the foreign 
trade intentions of policy makers in the European centrally 
planned economies and the short-term outlook for foreign trade 
in this sector of the world market must rely on rather indirect 
evidence and remain somewhat speculative. 


The bulk of the European centrally planned economies’ trade 
is transacted in the European intra-CMEA market where volume 
growth—at some 6 per cent—has been unusually high in 1984. A 
somewhat lower rate of growth is likely in 1985. Annual proto- 
cols to the medium-term trade agreements between the CMEA 
member countries, which were negotiated in the last weeks of 
1984 and determine minimum trade levels for 1985, point to an 
increase in trade value (in rouble terms) of some 7-8 per cent for 


325 Зее Economic Survey of Europe т 1983, р. 226, Гог 1984 targets 
Though convertible-currency surplus targets of Hungary and Poland 
were not achieved, both countries registered increases in this surplus by 
$60-70 million. Targets for 1985 are at approximately the 1984 level 
(Poland) or a little above (Hungary). 

326 Trade targets by main direction, as well as targets for the relevant 
trade balances, are available only for Hungary and Poland 
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TABLE 5.3.7 


Eastern Europe and the Soviet Union: foreign trade, planned and actual, 1984-1985 


(Annual percentage change) 
ee ee Е ОСЬ ев а 
Actual 1984 


Plan 1984 Value Volume Plan 1985 
Turnover Exports Imports Exports Imports Exports Imports Turnover Exports Imports 

Bulgaria 8.1 ao za 9.0* 8.0* 6.5 3.0 4.5 

Czechoslovakia se. с Wise One 10.0 10.4 6.0 525 ae 

German Democratic Republic. . . 5.0 = a 6.6* 9.5* 4.0 6.0 8.0 м aa 
Hungary . 5-6 — 10.7 7.0 5.5 1.0 + 5-6 2-3 
Poland . ae 53) 14.8 25.8 24.8 9.0 9.0 Pe: 7 7-8 
Romania . Ab ene oy 13.8 rae о 31.6 28:3 12.0 7.0 15.0 

SOME Ш а ооо o 8 6 a 0 a a oe 9.6 9.6 3.0 5.0 


Source: Plan targets from national plan documents, explanatory speeches and other official announcements; 1984 volumes as for table 5.3.8, values as for table 5.3.9. 


Note: Value changes are measured in terms of national currencies. 


trade between the east European countries and the Soviet Union, 
and a slightly higher rise in the value of trade among the east 
European countries. Given an expected 3-4 per cent rise in 
rouble prices (somewhat higher in the case of Soviet exports), 
this indicates volume growth of some 4-5 per cent.327 


Developments in the world market will largely determine the 
outlook for the trade of the European centrally planned econ- 
omies with the market economies. Given the geographical struc- 
ture of their exports, the evolution of economic activity and 
import demand in western Europe will be of special significance 


for the east European centrally planned economies. In the case 
of the Soviet Union, as well as Poland and Romania among the 
east European countries, the future course of world energy prices 
will also be an important determinant of export earnings. 
Finally, the import capacity of the developing countries is sig- 
nificant for some east European countries—notably Bulgaria and 
Romania. 


327 Based on data for five of the six possible bilateral agreements in the 
case of east European trade with the Soviet Union, and from 7 out of 15 
possible bilateral agreements in intra-trade of the east European coun- 
tries. Though the protocols define only minimum levels of trade, these 
rates of change—usually expressed relative to the previous protocol—have 
in the past proven fairly good predictors of the actual change in trade 
value. 


TABLE 5.3.8 


Eastern Europe and the Soviet Union: change in foreign trade value, volume, 
unit values and terms of trade, by major partner regions, 1981-1984 
(Annual percentage change) 
ee ee eee 


Exports Imports 
198] 1982 1983 1984 1981 1982 1983 1984 
Eastern Europe 
Total trade 
Valueé . we eat See 0.5 4.0 5.0 2.8 —3.1 —4.1 2 1.9 
МИ в оное 1 6 7 8 — —5 3 5 
Unit values®. 1 2 2 4 3 — — —3 
Terms of trade . 4 2 2 ] 
of which: 
Trade with socialist countries 
Машерова В sree 8.2 12.3 Lis 9.9 т 7.8 10.4 10.6 
МЮ Бо оо ав = 6 6 6 =? —2 3 6 
Unit values®. (о... 8 6 5 4 13 10 7 5 
Terms of trade . 3 2 1 5 
Trade with developed and developing market economies 
Valle ie ere. а 0.1 —0.5 1.9 Sul —13.4 —16.2 — ta HESS 
Volume ed : 2 6 10 10 —11 —13 6 6 
Unit values?. . . .... —2 =6 —7 —5 —3 —4 —7 —4 


Terms of trade . и: 1 —3 — —1 


Eastern Europe and the Soviet Union 
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TABLE 5.3.8 (continued) 


ИН ee о 


Exports Imports 
= 1981 1982 1983 1984 1981 1982 1983 1984 
оу! : 
Total trade 5 unk 
Value? . 3.8 9.6 5.1  -0.2 6.8 GO в = 
Volume see ine ie Е 5) 3 3 8 Т 4 5 
Unittvalics® sets ene 3 5 3 —3 —1 —1 —1 —5 
ПО ОЕ воно. О 4 2 2 
of which: 
Trade with socialist countries 
Value> . 15.9 9.4 10.5 12.6 ПЗ 15,2 9.3 1253 
Volume. —1 —3 1 6 5 I] 3 8 
Unit values> . aoe 17 12 10 7 8 8 6 4 
его оао 5 4 2 
Trade with developed and developing market economies 
Value? . B.S 2.8 10.9 1.6 —3.6 WP? —2.1 —1.1 —3.4 
М Marea tay, о 18 7 1 11 6 5 1 
Unit values . —1 —6 —5 —4 1 —8 —§ —5 
Terms of trade . —3 2 1 1 


ЪвБьвБьъъвиояоэооА—ддддоооо——— д —ооо—— 


Source: As for table 5.3.9. 


Note: Value and unit value changes for total trade and for trade with the market economies are expressed in terms of US dollars, 
whereas value and unit value changes in trade with socialist countries reflect value measures in transferable roubles. All unit value and 
terms-of-trade indices were derived from the value and volume figures. Apparent inconsistencies between the four indicators for any given 
year reflect separate rounding after calculation from unrounded numbers. All figures for 1984 are secretariat estimates. 


Eastern Europe: Volume indices for tota/ trade from national statistical sources have been aggregated with weights reflecting the 
individual countries’ shares in the total trade of the region in 1975, measured in US dollars. Volume indices for trade with socialist countries 
and with market economies were obtained by deflating national data (supplemented by secretariat estimates) on the value of trade in the two 
markets in five major commodity groups by means of Hungarian, Polish and UN price indices. This exercise was conducted in terms of 
transferable roubles for trade with socialist countries and in US dollars for trade with market economies; deflated commodity group data 
were aggregated for each country and for eastern Europe in terms of their value in 1975 transferable roubles or US dollars, respectively. 


Soviet Union: Volume indices of total trade, trade with socialist countries and trade with market economies for 1981 from USSR 
Ministry of Foreign Trade, Vneshniaia torgovlia SSSR 1922-1981, Moscow, 1982. Separate indices for developed and developing market 
economies have been aggregated in terms of the value of these flows at 1975 US dollars in order to obtain the index for all market econ- 
omies. Volume indices for 1982-1984 are secretariat estimates obtained on the procedure outlined above. 


а [п terms of US dollars. 
bIn terms of transferable roubles. 


As was noted in section 5.1, current expectations are for some 
slowing in the import growth of developed market economies, 
which should nonetheless remain substantial, and some rise in 
the import capacity of developing countries. The outlook for fuel 
prices remains rather dismal from the exporters’ point of view. 
The implications of this for east-west trade will be discussed in 
more detail below (section 5.4). While it is not possible to quan- 
tify the impact of these factors on the volume growth of the 
centrally planned economies’ exports to the convertible currency 
markets, it seems that on balance they would tend to exert down- 
ward pressure on the high growth rates of the last two years. This 
clearly has planners in the east European countries worried, the 
more so as much of this growth reflected one-time recovery 
factors328 and/or the export of raw materials and low-technology 
products.329 


328 2... Romania’s resumption of large-scale petroleum products and 
steel exports, or Poland’s regaining of its old coal markets. Polish coal 
production and exports, in particular, are now back at capacity level, 
leaving little room for further expansion. 


329] п Czechoslovakia, for instance, State Planning Committee 
chairman $. Potdé anticipated little growth in 1985 trade with market 
economies, partly for external reasons, but “to a significant degree also 
owing to the low adaptation of output and the organization of foreign 
trade to the changing requirements of demanding markets” and called for 
“a reduction of the reliance on fuel and raw material exports” in favour of 
strengthening the exports of processing branches, especially engineering 
(Киае pravo, 6 December 1984). 


Unless the terms of trade in transactions with the market 
economies were to turn very decisively against eastern Europe, 
however, it would seem that even with reduced export volume 
growth they should be able to maintain the 1984 pace of import 
volume expansion without endangering their external balance 
targets. This also appears to be the feeling of planners, who ina 
number of countries have scheduled resumed growth of invest- 
ment goods imports for 1985.33° 


No data at all are available on the import intentions of the 
Soviet Union. Given the country’s large trade and current 
account surpluses of 1984 (section 5.4 below), balance-of- 
payments considerations are not likely to have much bearing on 
import decisions in 1985. Import volume from the market econ- 
omies will be boosted by a rise in foodstuff imports following the 
poor grain harvest of 1984, much of which western market reports 
show already to be in the pipeline. 


330 A 14 per cent increase in machinery and equipment imports from 
the non-socialist countries is planned in Czechoslovakia (Rude pravo, 
6 December 1984). For additional convertible-currency investment 
imports for projects with a short gestation period, the national bank 
makes available from a revolving-loan account convertible-currency 
credits which have to be repaid within three years (Hospodarske noviny, 
1985, No. 3). With a planned increase of 5 per cent innon-rouble imports, 
Hungary expects machinery imports in non-rouble transactions to rise by 
20-25 per cent in 1985 (Tervgazdasagi Ertesité, 29 December 1984). 
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TABLE 5.3.9 


Eastern Europe and the Soviet Union: changes in foreign trade value and trade balances by partner region, 1982-1984 
(Growth rates in percentage; trade balances in billion US dollars) 


pa es as a eS 


Growth rates 


Trade balance, 


Exports Imports in billion US dollars 
Country and trade partner group 1982 1983 19846 1982 1983 1984» 1982 1983 1984» 
ae и eg an, ele See cede 7.0 6.1 5.8 6.8 6.5 Bal —0.1 —0.1 0.2 
ЗОН Фи oo 4 о 8 eu a oa on 10.6 1335) 4.6 9.4 10.0 3.3 —0.7 —0.5 —0.4 
Developed market economies. ....... —9.6 Shp) —8.1 —11.0 —10.8 ES —0.6 —0.4 —0.6 
DECOR COUNTERS 4 6 6 5 5 6 oo 6 6 8 19.1 aS) 41.6 8.6 4.9 1.3 0.8 Np? 
Czechoslovakia 
World И а 4.9 5.5 4.2 5.4 5.9 4.6 0.2 0.1 — 
ВИС Ул ооо ша 8.9 6.6 6.2 10.9 9.4 6.5 —0.3 —0.6 —0.7 
Developed market economies. ....... —49 —2.4 Dost —9.8 —6.5 —6.8* —0.1 — 0225 
Developinescountnesme eats tes yin etn в 00 12.9 —9.0* —8.0 —1.3 14.4* 0.6 0.8 0.6* 
German Democratic Republic 
Worl ie serene rae en Weems hee ees co eas cy oe oe 9.5 9.4 13 0.1 6.6 3.4 LS 23 1.8 
СОНЯ, Фо 4 6 обо 0 0 5 0 ow 6 5-5) 10.0 Е Ze 3.4 4.4* _ 0.9 0.6* 
Developed market economies. ...... . 15.6 12.8 —0.9* —7.4 12.9 eo 0.8 0.9 O:7* 
Developing countries 24.5 —8.7 3.9* 22.1 16.5 —2.1* 0.7 0.4 0.5* 
Hungary 
World ae 1.4 —1.0 —1.7 —3.2 —3.5 —5.0 — 0.2 0.5 
Socialist countries ; —0.4 —5.8 —2.6 0.1 —4.7 —4.0 0.3 0.3 0.3 
Developed market economies . eS 8.8 4.8 —12.4 —8.7 —4.1 —0.6 —0.1 0.2 
Developing собищез, e+. eee eee eee 10.5 —2.1 —14.5 19.2 20.9 —11.1 0.2 — = 
Poland 
World Pane aah ite rie ee ен ЗК ИТР 6.0 3.2 1.4 —14.9 3.4 0.6 1.0 1.0 LA 
SOCIaISWCOUNIIES Ee mcm баовна mts mine ne Weil 555) —1.7 —2.1 4.8 —1.2 —0.5 —0.5 —0.5 
Developed market economies. ....... -6.6 OS) 8.1 —29.5 —3.7 в) 0.5 0.7 0.9 
РЕК у ОИ сов ооо 0.2 —3.8 —2.4 —37.2 26.6 6.2 0.9 0.7 0.6 
Romania 
World и ии ae ey. 6 Oss Pee 9S 0.4 5:5 —24.2 —8.2 —1.2 1.8 2.5 i 
Socialisticountnies! 2 2 )s 2 4. Ge) 2 6) =2.60 1.4 —14.2* —11.0 5.5 —13.0* 0.3 0.2 0.1 
Developed market economies . ....... 13.2 7.8 36.1* —46.2 —30.3 6.3% 0.5 2:2 Ем 
Developing О в ББ в она о бес 13.6 93 5.4* 21019 13.1 0.1 0.1 —0.3* 
Eastern Europe 
о ое о рю бо ce 4.0 5.0 2.8 —4.1 3.1 1.9 4.4 6.0 6.8 
СЕ сл а ев обр ав 7.0 6.9 1.4 3.4 5.6 2.0 —0.8 —0.2 —0.6 
оли вазе торе В и. 4.1 5.7 —0.9 3.3 53 0.5 = — — 
В ОИ ь A 8 4 A ae 8 в 8.8 9.1 2.1 4.0 6.0 2.8 —1.5 —0.7 —0.9 
Developed market economies. ....... —0.7 6.4 7.6 —19.1 5 0.1 13 3.2 4.8 
О ООВ, 5 в В вов = 07 11.5) —6.8 3.5 oes 39 3.0 2.6 
Soviet Union 
NOTA KG р со иное 9.6 Sal = (2 6.2 a5 —0.2 9.3 iE. ii es 
Socialisticountriesies i) nee ee een 8.4 8.0 iS 14.1 6.9 ssi 4.6 5.4 4.8 
Developed market economies. ...... . 8.2 1.9 —1.3 3.5 Е —4.6 = 3 PB | 
Developingscountricsm. sar) ) 4G) ce ae = 16.3 Wail —4.8 —14.6 4.6 —4.8 4.8 4.4 4.3 


м 
Source: Secretariat of the United Nations Economic Commission for Europe, based on national foreign trade statistics Figures for 1984 are in some cases secretariat estimates based on 


national trade data for the first 9-11 months, supplemented by trade partner statistics and trend analysis; these may be subject to substantial error margins and should therefore be considered 
first approximations only. 


Note: Growth rates and trade balances are based on trade values in terms of US dollars; growth rates may therefore differ from those shown in national statistics. National trade data are 
converted to dollars at the conversion coefficients used for statistical purposes. In most—but not all—cases these are time weighted averages of the official “basic” exchange rate against the 
dollar, as announced by national banks or other authorities 

The measurement of trade value movements over the period 1981-1982 can be distorted by the changes introduced in the foreign trade accounting regime in Poland in 1982. The 
conventional valuation of foreign trade flows in terms of a special accounting currency unit (z/oty dewizowy) was abandoned in favour of expressing trade values in terms of the ordinary 
domestic monetary unit (z/oty) through the use of conversion rates which, ideally, should approximate a purchasing power parity ratio. This reform also involved a substantial change in the 
rouble/dollar cross rate. Owing to the effect of this cross rate change, a direct comparison of trade values in the pre- and post-change year in terms of a third currency (whether this be the 
rouble or the dollar) will result in a biased image of value change (i-e., one that does not reflect the combined effect of price, volume and international exchange rate changes). 

In order to avoid this distortion, a chain-linkage procedure has been employed here. In the case of Poland, the 1981 to 1982 comparison is made on the basis of the new (zloty) valuation 
for both years. The adjustment is also carried into the aggregation for eastern Europe | 


4The partner country grouping follows the practice of the national statistical sources, which differs from the breakdown usually employed in United Nations publications. Thus, 
“socialist countries” includes Yugoslavia and Cuba, in addition to the east European countries, the Soviet Union and the Asi 


| ап centrally planned economies. “Eastern Europe” refers to the 
six east European country members of the CMEA shown separately in the table 
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(i) Overview of recent developments 332 


East-west trade in 1984 was characterized by a pickup in the 
growth of western trade with eastern Europe and—after several 
years as the most dynamic component of east-west trade—a slow- 
down in western trade with the Soviet Union. In both cases, the 
pace appeared to speed up somewhat as the year progressed. At 
the same time the western trade deficit with the east as a whole 
continued to widen. 


The western trade deficit with eastern Europe continued to rise 
in 1984; it could reach some $3 billion, as compared to $1 billion 
in 1983. In contrast to 1981 and 1982, when a western trade 
surplus turned to deficit through a fall in western exports in 
excess of the decline in western imports, the recent pattern has 
been characterized by a strong recovery in western imports from 
eastern Europe: after rising by some 9 per cent in 1983 they 
expanded at some 19 per cent in volume terms in 1984.333 These 
gains were more than sufficient to offset the cumulative 15 per 
cent erosion of western imports from eastern Europe during 
1980-1982, bringing them above the previous peak in 1979 (see 
table 5.4.1 and chart 5.4.1.A). Western imports from Romania 
played a leading role in 1984 and, in terms of commodities, 
manufactured goods (particularly semi-manufactures), primary 
products, and possibly fuels, contributed. Western exports devel- 
oped less favourably. An upturn of some 6 per cent in 1984 
followed a cumulative decline in 1980-1982 of 22 per cent in 
volume terms which was arrested in 1983. The higher deliveries 
consisted mainly of primary products, semi-manufactures and 
consumer goods. 


The changes in western trade balances with eastern Europe in 
this decade are associated with two rather different periods of 
east European external adjustment. While in 1981 and 1982 the 
east European deficit had to be turned to surplus owing to 
restricted access to new commercial credits and, in some cases, 
liquidity problems, since 1983 the trade surpluses, along with 
new borrowing, have been used to improve financial asset pos- 
itions and/or repay some debt.334 In 1984, this policy was most 
strikingly pursued by Romania. 


The slackening in the expansion of western imports from the 
Soviet Union continued in 1984, the rate falling to some 3 per cent 
(table 5.4.1 and chart 5.4.1.B). Along with the continuing contri- 
bution made by higher volumes of oil and oil product imports, 
natural gas re-emerged as an important factor of growth in 1984. 


331 The term “developed market economies” (or for convenience 
“west” or “western”) as used here refers to the countries of western 
Europe (including Turkey and Yugoslavia), North America and Japan. 
This grouping is intended only for statistical convenience. The term 
“eastern Europe” refers to Bulgaria, Czechoslovakia, the German Demo- 
cratic Republic, Hungary, Poland and Romania taken together; the term 
“east” or “eastern countries” refers to eastern Europe together with the 
Soviet Union. 

332 An overview of developments in east-west trade and finance since 
the early 1980s is also given in the Introduction (chapter 1). This section 
serves to update the data and analysis provided earlier in the Economic 
Bulletin for Europe, vol. 36, No. 4, op. cit., chapter 2, completed in October 
1984. 

333 Unless otherwise stated, growth rates are for the first three quarters 
of 1984 relative to the same period in 1983. 


334 On these points, also see chapter 1. 


In contrast to the strong upward trend in western exports to the 
Soviet Union during 1977-1982, the volume of western sales 
increased only slowly in 1983-1984. The 1 per cent rise in 1984 
reflects a strong upturn in grain sales in the third quarter. It offset 
what appears to have been the tapering-off of deliveries of pipe- 
line equipment which had caused a sharp decline in total western 
exports in the first half.335 As a result of these changes in trade 
flows the western deficit with the Soviet Union is expected to rise 
by some one-half billion dollars above the $1 billion recorded in 
1983. 


Owing to the continuing decline in prices in east-west trade (as 
in other international markets—see section 5.1) the value of 
western exports fell again in 1984—despite the higher quantities 
delivered (table 5.4.1). Declining prices were also a characteristic 
of western imports, but quantities purchased rose strongly 
enough to yield the first increase in the value of this trade flow 
since 1980. 


As regards east-west financial activity, the improvement which 
began in 1983 continued into 1984. There was a further strength- 
ening in the eastern countries’ financial position, as reflected in 
larger current account surpluses, a high level of assets, declining 
debt and increasing access to a wider variety of credit instru- 
ments. At the same time, international banks increased the 
availability of commercial credits and the number of banks, 
including United States banks, willing to participate in this lend- 
ing has grown. Medium- and long-term funds raised totalled $3.3 
billion—the highest level since 1979. In contrast to 1983, easier 
access to commercial credits appears to have lessened eastern 
borrowers’ reliance on official and guaranteed loans. 


Western imports from eastern Europe and the Soviet Union 
are discussed further in sub-section (ii) below. It focuses on 
western sub-regions of destination, eastern country of origin, and 
on commodity composition. A number of the factors determin- 
ing these flows are also examined. Western exports are then 
treated in a parallel fashion. The section terminates with a 
discussion of the resulting changes in western trade balances. 
East-west financial developments are treated in sub-section (11) 
in which changes in the east’s current account in convertible 
currencies, financial assets, the upswing in borrowing from inter- 
national banks and the decline in indebtedness are analysed. The 
section ends with a discussion of some of the factors which are 
likely to influence the development of east-west trade in the near 
future. 


(ii) Trade flows by destination/origin and by commodity 


Western imports 


The rapid growth of the western market in 1984 contributed to 
the strong rise in imports from eastern Europe. However, the 
United States, the fastest growing western market with imports 
expanding by over 30 per cent, accounts for only about 5 per cent 


335 In the first half the volume of western exports to the Soviet Union 
turned down by 9 percent (Economic Bulletin for Europe, vol. 36, No. 4, ор. 
cit., table 2.1). 
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CHART 5.4.1. 
International trade of the developed market economies 
with eastern Europe and the Soviet Union 
B. West vis-a-vis Soviet Union 


A. West vis-a-vis eastern Europe 
150 Volume of total western imports / 


Volume of total 
western imports 


Volume of western imports 


from eastern Europe 


19707172 97374 7/5876) 77) 785 79 8081182183188 1970 71 72 73 74 75 76 77 78 79 80 81 82 83 84 


200 200 
Western exports to Soviet Union 
150 150 
Net material product of eastern Europe 

а Ом ЕЕ ЖЕ АЖ 
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80 Фриних” 801+ of Soviet Union —4 
70 70 al 
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50 507 — | 
40 40 
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60 6u 
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БЕ 3) - 
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=4 1 
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Source: As for table 5.4.1. 


East-west economic relationships 


TABLE 5.4.1 


East-west trade: value, volumes, prices, terms of trade 
(Percentage change over the same period of previous year) 
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Western exports 


Western imports 


1984 
To/from 1980 1981 1982 1983 01-3 1980 1981 1982 1983 Ete 
Values (in US dol 
Eastern Europe and ite pee 
the Soviet Union . И —4 =} =! = 
22 = - - 
of which: : Е ь 
Eastern Europe. 9 16 7 —5 = 12 —14 = 1 12 
Soviet Union 16 8 3 = —4 31 =3) 5 =) = 
Volumes 
Eastern Europe and 
the Soviet Union . 4 6 =3) 2 3 = = 
of which: р } : 
Eastern Europe. =) = 5) —16 = 6 = —8 —4 9 19 
Soviet Union 9 15 5 2 1 —5 —8 10 a 3 
Prices (in US dollars) 
Eastern Europe and 
the Soviet Union. . . 7 =!) = =6 =H) D5 1 = —8 —4 
of which: 
Eastern Europe. 11 =I? =) =8 —6 13 —5 —4 =I] —6 
Soviet Union 5 —6 = —6 = 35 6 =) =) = 
World 
Values . 18 =) =f) = 5 20 = = —4 8 
Volumes . 4 2 =i 2 8 = —3 = 2) 1] 
Western terms of trade (1975 = 100) 
1980 1981 1982 1983 1984 
With: 
Eastern Europe and 
the Soviet Union . 71 64 64 65 64 
of which: 
Eastern Europe. 97 91 90 92 92 
Soviet Union 54 49 50 $2 50 


Sources: United Nations commodity trade data(COMTRADE), OECD, Statistics on Foreign Trade, Series A, Paris; IMF, Directions of 
Trade and International Financial Statistics, Washington D.C.; United Nations, Monthly Bulletin of Statistics (volume indices of total 
western exports to and imports from the world); national statistics. 
Price and volume indices: for the methodology and derivation, see Economic Bulletin for Europe, vol. 31, No.1, United Nations, New 


York, 1979. 


These data reflect the trade of 23 western reporting countries. Throughout, western data do not include trade between the Federal 
Republic of Germany and the German Democratic Republic, unless otherwise noted. The same data are used in chart 5.4.1.А and 5.4.1.В. 
The indices of net material product of eastern Europe and the Soviet Union used in the charts are based upon the national statistical 


sources of those countries 


of total western imports from eastern Europe. By contrast, 
western Europe, which absorbs 93 per cent of western imports 
from eastern Europe, expanded its total imports at a much lower 
rate. As a result, only about one half of western import growth 
from eastern Europe can be attributed to western Europe. 
Despite the small share of the United States, its 58 per cent 
growth rate of imports from eastern Europe accounted for over 
one quarter of total western import growth from that region. 

As regards imports by origin, western purchases from all east 
European countries increased in volume terms with the possible 
exception of imports from Bulgaria. Data in value terms (table 
5.4.2) deflated by changes in import prices (which declined by 
some 6 per cent) yield especially rapid rates of growth in imports 
from Romania (over 40 per cent), Poland (over one quarter) and 
from Hungary (some 16 per cent). Romania accounted for most 
of the growth in value terms, based largely on additional western 
imports of petroleum products and, to a lesser extent, of semi- 
manufactures. 


In the first half of 1984,33¢ manufactures accounted for a con- 
siderable portion of the increment in the value of western 
imports from eastern Europe (table 5.4.3). Within this group 
imports of semi-manufactures, including chemicals and particu- 
larly iron and steel (the latter rose by over 40 per cent in volume 
terms), increased rapidly. In both cases, Romania appears to 
have accounted for a considerable part of the incremental 
supplies. It is noteworthy that western imports of iron and steel 
from eastern Europe expanded faster than western imports of 
these products from the world. Engineering and consumer goods 
imports, although growing by some 13-15 per cent in volume 
terms, contributed only a small share of total incremental value. 


336 In contrast to data on total trade covering the first three quarters of 
1984, commodity data (based upon COMTRADE) cover only the first half 
of the year. The classification used is described in table 5.4.13 which also 
includes a more detailed commodity breakdown of western imports by 
eastern country of origin. 
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East-west trade: change in trade 
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5.4.2 


value, by country: 1980-1984 


(Percentage change in US dollar terms) 
fe SS 


Western exports 


Western imports 


1980 1981 1982 1983 1984а 1980 1981 1982 1983 19844 
Bulgaria 31 14 —7 2 —6 12 —13 — -12 7 
Czechoslovakia 11 —16 —3 —8 —4 18 —1 —2 1 4 
German Democratic 
Republic®. 9 -8 -ll 7 -11 24 —4 4 — —2 
Hungary . 11 —1 —9 _—9 —3 И —10 —7 3 10 
Poland . 8 —33 —24 —8 1 —34 —6 - 21 
Romania . 4 -22 -—43 —23 8 6 - —26 7 39 
Eastern Europe® . 10 —6 —18 —5 —4 13 —13 —6 1 11 
Soviet Union 16 8 3 —4 —4 31 —3 5 —3 = 
Eastern Europe and 
Soviet Union> . 12 =u —6 —4 —4 22 —8 - —1 4 
World . 18 —2 —5 —1 5 20 —5 —6 —4 8 


Source: As for table 4.5.1. 


Note: Appendix tables C.6 and C.7 contain data on east-west trade for all ECE countries. 


а January-September, over the same period in 1983. 


b Including trade between the Federal Republic of Germany and the German Democratic Republic. 


Imports of primary products, especially non-ferrous metals and 
agricultural raw materials, were important and were responsible 
for about 20 per cent of the incremental value of imports. As 
regards fuels, large increases were recorded in coal, mainly from 
Poland,337_ and in petroleum and petroleum products from 
Romania. As a result, fuel imports from eastern Europe as a 
whole appear to have risen substantially (table 5.4.3). However, 
this finding is tentative because of notable discrepancies in petro- 
leum and petroleum product import data (the major component 
of fuels) between the two different data sources. On one hand, 
data as reported in COMTRADE suggest a rise in volume of 
some 22 per cent (19 percent in value terms) while IEA data show 


337 According to the Polish Ministry of Mining and Power, Poland’s 
exports of coal to the west rose by 47 per cent—from 15.4 million tons in 
1983 to 22.6 million tons in 1984. However, coal prices fell by 10-15 per 
cent, rendering a smaller increase in value. 


TABLE 


Western imports from eastern Europe and the Soviet 
(Changes? and shares in per cent; inc 


а 2 per cent decline in OECD imports.338 Although differences 
between data sources are common,’ the magnitude of the 
discrepancies suggests that the fuels component for imports from 
eastern Europe as a whole is overstated.34° 


Fuels again played the largest role in western imports from the 
Soviet Union. Oil and oil products and natural gas contributed 


338 International Energy Agency, Quarterly Oil Statistics, third quarter, 
Paris, 1985. 


339 For a discussion of some of the discrepancies between the United 
Nations trade reporting system and the IEA’s oil trade reporting system, 
see Economic Survey of Europe in 1983, p. 231. 

340 The two data sources agree quite well as regards western imports of 
petroleum and petroleum products from Romania~-COMTRADE show- 
ing an increase of about 80 per cent (in volume) and the IEA reporting 71 
per cent. By contrast, COMTRADE indicates a decline in imports from 
other east European countries of about 13 per cent in volume terms while 
that reported by the IBA is significantly larger—some 24 per cent. 


5.4.3 


Union and the world, by commodity, first half 1984 
rements® in millions of US dollars) 


— 


World Eastern Europe Soviet Union 
Origin Change Share Increment Change Share Increment Change 

Total 12 100 705 12 100 320 3 

Primary products . 9 23 139 10 12 —19 —1 

Fuels? . 4 28 257 16 78 327 4 

Manufactures 17 48 304 И 8 53 7 
of which: 

Semi-manufactures 14 20 188 17 6 fs) 13 

Engineering . 19 10 46 8 ] —14 —9 

Consumer goods . 15 19 69 6 = a 16 


EEE 


Source and definitions: As in table 5.4.13 


Note: Shares and increments of components may not sum to the total because of incomplete reporting of commodities. Changes in 


total trade may not agree with the data in tables 5.4.1 and 5.4.2 bec 
4Relative to same period in 1983 


>See text for discussion of uncertainty regarding data on fue 


ause of differences in country coverage and periods 


1 imports from eastern Europe 


East-west economic relationships 


almost equally to the outcome. Manufactured goods imports rose 
by some 7 per cent in value terms, due exclusively to higher 
purchases of chemicals and other machinery. Imports of other 
goods declined. — 


In contrast with recent years, natural gas purchases from the 
Soviet Union were almost as important to the development of 
western imports in 1984 as ой and oil products. The latter rose by 
some 6 per cent in volume terms in the first half-year, down from 
a rate of expansion of 13-14 per cent in 1983. As 1984 progressed 
import growth appears to have slowed.34!_ Nevertheless these 
commodities accounted for one half of the increment in the value 
of total imports from the Soviet Union. Imports of natural gas 
from the Soviet Union rose by 10 per cent in volume terms and 
accounted for about 45 per cent of the value increment in total 
western imports. This contrasts with 1982 and 1983, when 
western purchases of gas declined in volume terms (although 
probably only marginally in 1983) and by even more in US 
dollars.342 The trend toward lower import prices appears to have 
been carried over into 1984, presumably because of the glut of gas 
supplies on the west European market and weakening reference 
prices. These data are largely in agreement with EEC data on 
imports of natural gas measured in physical units (table 5.4.4) 343 
which show imports rising by over 20 per cent in the first three 
quarters. This owes most to a considerable rise in purchases by 
the Federal Republic of Germany and France.344_ These addi- 
tional volumes were sufficient to reverse the decline in the Soviet 
Union’s share of gas consumption in the EEC. 


Soviet oil and oil product exports appear to play a special role 
as a balancing item in total Soviet hard currency exports to the 
west.345 It appears, for example, that the volume of oil and oil 
products was increased in 1982 and 1983 not only to compensate 


341 Data reported by the IEA suggest a sharp deceleration in the growth 
of oil and oil product imports throughout the year from 23 per cent in the 
first quarter to 8 per cent in the first half, falling to 7 per cent in the first 
three quarters. IEA, op. cit. 

342 Зее Economic Bulletin for Europe, vol. 36, No. 4, op. cit., р. 440. 

343 Aside from the EEC importing countries, other major west Euro- 
pean customers for Soviet natural gas are Austria, Finland, and Yugo- 
slavia. 

344The significant rise in the Federal Republic of Germany’s gas 
imports from the Soviet Union in the first three quarters of 1984 reflects 
the outcome of an increase in total consumption by 6.4 per cent, lower 
domestic production of gas, and lower supplies from other EEC pro- 
ducers and Norway. EUROSTAT, Hydrocarbons, Brussels, 12/1984, 
Annex 1. 


345See also Economic ВиЙеип for Europe, vol. 36, No. 4, op. cit., 
pp. 440-441. 
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for weakening oil prices, but also to offset falling revenues from 
natural gas—the result of declining west European demand for 
Soviet natural gas and/or lower prices in those years. 


In 1984, the pressure on the Soviet Union to export additional 
volume of petroleum and petroleum products to gain convertible 
currency was probably reduced owing to higher revenues from 
natural gas and manufactured goods—though sagging oil prices 
would have tended to increase it. This might explain the lower 
(and falling) growth rate of Soviet oil exports in 1984, as noted. It 
might also be mentioned that these events took place against a 
background of a slight downturn in domestic oil production and a 
continuing rapid expansion of natural gas production (10 per cent 
in 1984). These supply developments suggest that the Soviet 
capacity to export oil to the west is increasingly a function of 
efforts to substitute natural gas for petroleum in domestic 
consumption.346 


Unlike in 1983, Soviet imports of crude oil from OPEC coun- 
tries did not appear to be a factor contributing to the additional 
supplies of oil and oil products available for export to the west.347 


In addition to the role of western demand, other factors such as 
commercial policies and the commodity structure of eastern 
supplies are likely to have influenced the development of western 
imports from eastern Europe. Certain western commercial poli- 
cies, particularly the setting of quotas on some products, may 
mitigate the expansionary impact of demand on eastern exports 
unless, of course, they are specifically adjusted in line with 
market developments. Mention might also be made of the in- 
itiation of anti-dumping procedures—in particular against iron 
and steel products, chemicals, building materials and consumer 
goods.348 


On the supply side, the large contribution of primary goods 
and, in some cases, fuels, iron and steel to east European exports 


346]t has recently been reported that the arrival of Soviet oil and oil 
products in western Europe had fallen to 0.5 million barrels per day early 
in 1985, down from normal seasonal imports of 1.9 million barrels per 
day. Reports attributed this decline to severe weather conditions affect- 
ing production and consequent higher demand inside the Soviet Union. 
Financial Times, 7 February 1985, p. 2. 

347 For an analysis of these flows in the first half of 1984, see Economic 
Bulletin for Europe, vol. 36, No. 4, op. cit., pp. 441-443. Data on Soviet 
imports from OPEC in the third quarter show only a slight increase and 
would not change this conclusion. 

348 See also Economic Commission for Europe, Review of Recent and 
Prospective Trends, Policies and Problems in Inter-regional Trade, Trade, 
R.479. 


TABLE 5.4.4 


European Communities’ imports of natural gas from the Soviet Union: 1981-1984 
(In 1,000 terajoules or percentage) 
ee ES 


European Communities . 
of which: 


Germany, Federal Republic of 
France . 
Italy . 


Memoranda items: 
Apparent consumption 


Imports from Soviet Union 
as share of consumption (per cent) . 


1983 1984 


198] 1982 1983 01-3 01-3 Change® 
904 842 817 580 710 22.4 
416 369 383 258 365 41.7 
204 143 140 102 127 24.1 
283 330 293 220 217 —1.]1 
7714 7361 7686 935] 5848 9.3 
0.7 11.4 10.6 10.8 12.1 


ВИ ЕН сс 


Source: EUROSTAT, Hydrocarbons, Brussels, various issues 


aFirst three quarters of 1984 relative to same period in 1983 
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has been noted. Officials of several eastern countries have 
observed that while their overall export growth targets may have 
been achieved, the commodity composition was less favourable 
than planned. In particular, the engineering goods industries are 
mentioned as not having achieved their planned export 
growth.349 In a related development, the east European share of 
the western market for manufactures declined again in 1984, as it 
has since 1976. 


Western exports 


The upturn in western exports to eastern Europe in 1984 
reflects faster rates of growth, or slower declines, in deliveries to 
all east European countries (except to the German Democratic 
Republic)35°—and especially to Romania and Poland (table 5.4.2). 
With the exception of Hungary in 1981, Czechoslovakia in 1982, 
Bulgaria and the German Democratic Republic in 1983, export 
volumes to these countries had not risen since 1979. 


Changes in the commodity composition of western exports to 
eastern Europe were characterized by higher deliveries of primary 
goods, semi-manufactures and consumer goods (table 5.4.5).3>! 
The volume of primary product exports to the German Demo- 
cratic Republic and to Romania (mainly food) rose particularly 
quickly. Within this category, raw materials were imported in 
greater quantities by all eastern countries. Export volumes of 
semi-manufactures, rose by 7-8 per cent. Most of this was 
accounted for by exports to the German Democratic Republic, 
which expanded by almost one half. Consumer goods exports to 
all east European countries rose—the average being some 9-10 
per cent in volume terms. Sales of clothing rose the fastest, 
followed by textiles, Poland being responsible for the largest 
share of the rise in total purchases of this item. Asin every year 
since 1977, the overall volume of western engineering goods 
exports fell, but sales advanced to Romania (by over 20 per cent), 
Poland, and possibly to Czechoslovakia. Sharp reductions in 
exports of various types of machinery were mainly responsible. 
Contrary to this trend, the volume of road and motor vehicles 


349 For example in Poland engineering exports in convertible currency 
trade were 72 per cent of plan in 1984 (Zycie gospodarcze, 10 February 
1985). Also see section 5.3. 

350 This downturn is due largely to lower deliveries by the Federal 
Republic of Germany, which declined by 23 per cent in value terms 
during the first three quarters of 1984. 


351 Also see table 5.4.14. 


TABLE 


increased by about a quarter, with significantly higher exports to 
all countries except Bulgaria and Czechoslovakia. 


In very general terms, the commodity pattern of western 
exports suggests that current production requiring imported 
inputs and perhaps, indirectly, consumer goods serving as incen- 
tives, had priority in eastern Europe. Improvements in domestic 
economic activity and in export capacity appear to have been fa- 
cilitated by the more ample supply of imported inputs (see 
section 4.3). The continued decline of machinery imports 
probably reflects constraints on domestic investment activity 
(see section 4.4), and also on the growth of total east European 
imports (see below). It is often noted that imported machinery 
has not always been used effectively. Hence, additional large 
quantities of machinery imports may not be economically justifi- 
able until absorption procedures are improved. Nevertheless it is 
generally recognized that imported capital goods have a role to 
play in the modernization of the capital stock and the improve- 
ment in industrial structure and product characteristics. 


An important factor weakening the overall expansion of 
western exports to eastern Europe in 1984 was the priority 
assigned in most of these countries to a further improvement in 
their financial asset positions and/or the reduction of outstand- 
ing debt. Import expansion was thus held below export growth. 
The constraint imposed by scarce commercial import finance in 
1982 and 1983 was loosened considerably in 1984.52 


The overall decline in western exports to the Soviet Union was 
largely due to various groups of engineering products. The only 
exception in this group was office and telecommunications equip- 
ment (including computers), which rose by over 30 per cent in 
volume terms. Semi-manufactures, especially iron and steel, also 
fell sharply. Pipes and tubes, particularly those used for oil and 
gas pipelines generally account for a significant share of this cat- 
egory. These developments suggest that deliveries associated 
with pipeline projects have tapered off. Since these data are only 
for the first half, they do not reflect the large upswing in food 
exports in the third quarter which appears to have offset the 
downturn in engineering goods. 


352 However, Poland has been able to obtain only a limited amount of 
new commercial credits in the form of recycled interest payments. Polish 
authorities stress that capacity to import is seriously impeded by the 
unavailability of new commercial and official credits. 


5.4.5 


Western exports to eastern Europe and the Soviet Union and the world, by commodity, first half 1984 
(Changes* and shares in per cent; increments® in millions of US dollars) 
eee eee 


Eastern Europe Soviet Union 
World = 
Destination change Share Increment Change Share Increment Change 
Total 8 100 —96 —2 100 —1393 1 
а se ie ee Gane 7 26 86 7 29 —45 —2 
Fuels | 2 —5) =: 1 14 16 
Manufactures . .. т: 8 70 —163 —4 66 —1423 —19 
of which: 
Semi-manufactures . . . 9 32 18 | 30 —546 sly) 
Engmeecrings о с 8 28 —189 — 12 34 —774 —20 
Consumer goods 6 п 16 3 6 —49 8 
> кет: 
мж——д eee 
Source and definitions: As in table 5.4.13 
Note: Shares and increment may not sum to total because of incom ие @ 
n ауг Е Е plete reporting of commodities. Changes in total trade may 
agree with the data in table 5.4.1 and 5.4.2 because of differences in country coverage and period prs 


4Relative to same period in 1983 
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TABLE 5.4.6 
East-west trade: trade balances, 1980-1984 
в —— (Billions of US dollars, f.0.b.-f.0.b.) 
ee 
Jan.-Sept. 
1980 1981 1982 1983 1983 1984 19844 
A. Developed market economies 
with:> 
Eastern Europe and the 
Soviet Unions МИ... 0.5 2.20) =0.9 5) 12.3 Se a 
of which: 
Eastern Europe eee ae 93 Die 20 Se —1.2 2.6 —3.1 
Soviet Unione в le Se) SO 07 —1.0 —0.4 —1.1 — 16 
Western Europe with:> 
Eastern Europe and the 
SoviethWniontas. see . Ее Gee 8.4 eT A —5.3 -7.2 —9.8 
of which: 
Eastern ISUTOpPG ate ee ik»? т —1.0 —[.7 —1.6 Dall —2.3 
SOver 64 —5.7 -7.4 =5.7 —=3,7  =5.1 —7.5 
North America with: 
Eastern Europe and the 
soviet Union: “3. « seen: 4.0 4.3 4.4 3.0 2.1 2.6 4.0 
of which: 
Eastern Europe. .... . 1.6 0.8 0.3 —0.1 - —0.5 =O 
Soviet Union . 2. 2.4 3.6 4.0 И DA 3.1 4.7 
Japan with: 
Eastern Europe and the 
SovictUnion: sade 92 > =6 Ne 2.4 3.1 21 1.6 1.0 1.2 
of which: 
BasterniEurope.) tia) ии 0.6 0.5 0.4 0.5 0.4 0.1 — 
SovicehUMion. ила св ital 1.9 DRG 1.6 ee 0.9 12 
B. Developed market economies 
with:¢ 
Eastern Europe and the 
Soviet Union; и: 0.8 Ba 22 —6.3 2:3) 5:9 —7.8 
of which: 
Eastern Europe: be 0c S28. 4 43:3 2.4 —1.7 —3.7 —2.5 —3.5 —4.8 
И р в о а с 0.7 —0.6 —2.5 0.2 —2.3 —3.0 


Sources: As for table 5.4.1 (western data) and table 5.3.9 (eastern data). 


Note: Section A is based on western data which have been adjusted to an f.0.b.-f.0.b. basis by the secretariat; section В is based on 
eastern national sources. A positive balance indicates a surplus for the developed market economies. 


4Extrapolated, assuming a continuation of January-September trends of exports and imports. 


b Excluding trade between the Federal Republic of Germany and the German Democratic Republic. For this reason the figures 


differ from those in table 5.4.7. 


с Including trade between the Federal Republic of Germany and the German Democratic Republic. 


Trade balances 


The western trade deficit?> recorded with the east in 1983 
widened in 1984 (table 5.4.6). Extrapolations of the changes in 
trade flows in the first three quarters of 1984 to the year as a whole 
result in deficits of $3 billion with eastern Europe, up from over $1 
billion in 1983. Both western Europe and North America recorded 
deficits with eastern Europe, while Japan’s surplus disappeared. 


353 The trade balances presented here and in panel A of table 5.4.6 are 
based on western data. As has generally been the case, they differ from 
balances calculated from eastern data sources (panel B). The reasons for 
these divergences, particularly the role of energy trade as an explanatory 
factor, have been addressed in the Economic Survey of Europe in 1983 
Da233: 


A western surplus was again recorded with Bulgaria, but this 
was more than offset by growing deficits with the other countries. 
In the case of Hungary, the western surplus was eliminated (table 
5.4.7). The largest rise in the western deficit occurred in trade 
with Romania. 


In the case of the Soviet Union, the same procedure yields a full- 
year western trade deficit of under $2 billion in 1984—some $0.6 
billion above the 1983 figure. The improvement in the North 
American trade surplus in the third quarter (as compared to the 
first half) suggests the pickup of grain exports. North America’s 
trade surplus with the Soviet Union may approach $5 billion for 
the entire year, while western Europe's deficit probably increased. 
So far in this decade, the latter cumulates to over $30 billion and 
largely reflects rising Soviet fuel sales. 
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TABLE 5.4.7 


East-west trade: trade balances, by eastern country, 1980-1984 
(Billions of US dollars) 
ne нь р ДЕ ЙЕ И 


Jan.-Sept. 
1980 1981 1982 1983 1983 1984 19844 
A. Developed market economies 
with: 
Вора еее 0.63 1.03 0.75 0.90 0.61 0.58 0.9 
Czechoslovakia. . .... .. 0.16 —0.32 —0.33 —0.56 —0.54 —0.70 —0.7 
German Democratic Republic® . 0.36 0.12 —0.68 —0.32 —0.16 —0.51 —0.7 
Я оо дю A венам в 0.56 0.85 0.72 0.36 0.28 — _ 
Poland tee oes ВЕ 125 0.86 0.01 —0.27 —0.22 —0.71 —0.9 
Вотан о: 0.58 —0.36 —0.80 —1.37 —0.97 —1.64 —2.3 
Eastern Europe>’ ...... . 3.19 2.18 —-—0.34 —1.27 —1.00 —2.94 —3.7 
Soviet Union ........ —288 —0.23 —0.67 —1.02 —0.37 —1.12 —1.6 


Eastern Europe and the 
ООД = nn 0.31 19S es 1019 2:28 —1.37 —4.06 —5.4 
A re a rr ee Se Ee ee ee ee ee ЕВЕ ЕН Е 
Source: As for table 4.5.1. 
Notes: A negative sign indicates a western deficit. Appendix tables C.8 and C.9 contain east-west trade balances for all ECE coun- 
tries. 
4Extrapolated, assuming a continuation of January-September export and import trends. 


bIncluding trade between the Federal Republic of Germany and the German Democratic Republic. For this reason the figures 
differ from those in table 5.4.6 section A. 


(iii) Developments in east-west finance 354 Eastern Europe’s current account surplus rose to about $3.7 
billion in 1984, up by some $1 billion, and that of the Soviet Union 
Current account widened by $0.6 billion to $6.7 billion. Improvements in the 


current account balances of Bulgaria, Czechoslovakia and 


The current account surpluses of eastern Europe and the Soviet Е : 
Romania contributed to the east European ощсоте.356 


Union in convertible currencies355 continued to widen in 1984 
owing to larger trade surpluses with the market economies (table Some noteworthy changes occurred in the regional structure 
5.4.8). Invisibles deficits remained largely unchanged, since the of eastern trade surpluses. Whereas in 1981 the trade balance of 
impact of higher interest rates on the investment income item 

de roughly Cu OU Oo falling gC ne dete ule 356 According to Mr. Matyas Timar, President of the National Bank, 
average interest rate on the east’s floating rate debt probably did Hungary ended 1984 with a $331 hard currency current account surplus— 
not in any case rise significantly—perhaps by some one half of a about the same as in 1983. (Figyelé, 14 February 1985.) 

percentage point for most countries in 1984. Interest rates rose 

only for US dollar denominated liabilities which account for 

about 50 per cent of total eastern debt. TABLE 5.4.8 


Estimated current account balance of payments of eastern Europe 
and the Soviet Union with market economies, 1980-1984 
(Billions of US dollars) 


354 Also see section 5S. I(ii). 


355 As an approximation to the trade balance component of the eastern 
convertible currency current account, the eastern trade balance with 
developed and developing market economies is used here. Beyond the 
west, as the term is defined in this section, this grouping also includes the pha Me NED Same Nae 
developed countries of the southern hemisphere and the developing nia pe oy oe 
countries, most of which conduct trade on a convertible currency basis. of this а Cunshi 
The trade balance data shown thus include, on one hand, balances on Total DME Total rae os 
clearing accounts (on which, in general, very little is known, especially for 
the current year), and on the other hand exclude balances on convertible Bulgaria 
currency transactions among the socialist countries. These are important 1980 


income account 


: ; .0 О. —0 = 
for some east European countries. 1981 Е E ; : si oe a 
Only Hungary, Poland, Romania publish current account data in terms 1982 ау | 07 —05 0:1 НИ 0.6 
of all convertible-curren ansacti i illions of ollars): и" | = 
cy transactions (in millions of US dollars): 1983... . 0.3 —0.4 ~ = (9 0.3 
Hungary Poland Romania 2. Еее 0.5 —0.4 = —0.1 0.5 
Current Of which Current Of which: Current Of which Czechoslovakia д 
account trade account trade account trade 1980... 0.1 —0.4 —0.4 —0.3 —0.4 
balance balance balance® balance balance balance Wee ge 0.3 — 0.3 = (5 = (05 —0):2 
1982 — 63 766 —1016 358 655 1525 1982... 0.4 —0.1 —0.4 —0.4 a 
1983 . 316 884 62 1086 922 1688 1989... 0.8 0.1 —0.3 —0.3 0.5 
1984 1006 8685 10476 10476 588¢ gage 1984. . 1.0 0.4 00 —02 07 
Source; National Bank of Hungary, Economic Bulletin, and Central Statistical Office. German Democratic 
Warsaw; Romania: national sources Republic 
4Excludes interest arrears on official and guaranteed debt И к с —1.7 —=1.7 = —1.2 —1.8 
Ь January-September Я он = —0.5 —0.4 ae —0.4 
© January-June 982 eee 1,5 0.7 > = 1.5 
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TABLE 5.4.8 (continued) 
Ss 


Trade balances4 Net services plus 


with market economies transfers© 
of this 
Total OMe b Total are 7 bet 

German Democratic 

Republic (continued) 

ПОЗ. 15 0.8 0.3 —1.0 1.6 

о о 1.0 0.5 0.6 —0.7 5 
Hungary*4 

1980 . —0:7 —0.6 —0.6 —0.4 —1.3 

1981. —0.8 —1.0 —1.2 —1.1 —1.9 

1982 . —0.3 — 0:5 —0.8 —1.0 —1.2 

1983. 2. . —Oll — —0.6 —0.7 —0.6 

1984. о. 0.1 0.2 —0.7 —0.7 —0.6 
Poland4 

1980... . 1.0 —0.7 —1.8 —2.3 —2.8 

LOS — —0.5 —2.1 —2.9 —2.1 

ПОВ: tk Ie) 0.6 —2.7 —3.0 —1.2 

ПОЗ т 1.4 0.9 —2.3 —2.7 —0.9 

IS) ae igs 0.8 —2.3 —2.7 —0.9 
Romania® 

1980. ... =19 _ —0.9 —0.8 —2.8 

О 0.2 0.5 —1.0 —1.0 —0.8 

У we iysay sexs 1.4 1.4 —0.9 —1.0 0.5 

ОВ м 2.3 23 —0.8 —0.7 1.5 

OR ee 3.0 58 —0.7 —0.7 DRS 
Eastern Europe 

ВОт. —4.8 —4.6 —2.4 —3.7 —7.3 

1980.... —4.2 —3.2 —3.9 —5.4 —8.1 

NO Bile me es 0.4 —2.4 —5.3 —7.4 —4.8 

O32 Beale aoe; 57 Leg —4.9 —6.8 0.3 

ОВ 5 ieleeeg ae 6.1 7 —3.6 —5.5 2.5 

ROSAS) м RA 4.8 —3.4 —5.1 37 
Soviet Union 

Ce ene 4.2 0.6 0.1 —1.2 4.3 

(Cy ee 3.4 2.4 0.2 —1.2 3.6 

Cert ea 0h) —0.7 —0.1 —1.4 —0.8 

ПО. 4.3 0.6 —0.2 —1.5 4.1 

Sheena 6.2 25 —0.2 —1.4 6.1 

OLY ie See 6.7 3.0 - —1.3 6.7 
Eastern Europe and 

the Soviet Union® 

1979. —0.6 —4.0 —2.8 —5.3 —3.3 

1980. —0.8 —0.8 —4.3 —7.1 —5.0 

Lose — —03 —3.1 —5.9 —9.4 — 6.2 

ОВ в ва 9.5 2D —5.5 —8.8 4.0 

1983 . 12.3 6.3 —4.0 —7.2 8.2 

1984 . 13.8 7.9 —3.7 —6.7 9.6 


Е А 
Sources: As for table 5.3.9 (trade balances), national data and ECE secretariat estimates 
(net services and investment income) 


Note: A positive balance indices a surplus for the eastern economies 


а Trade balance fo.b.-f.0.b., except for Hungarian imports which are shown c.i.f in the 
national returns 

b Developed market economies (see definition in footnote at beginning of this section) 

CInvisibles balances are ECE secretariat estimates, except in the cases of Hungary, 
Poland and Romania, 1979-1983. Data for these three countries reflect all interest charges 
incurred in convertible currencies. The invisibles data for Poland include convertible 
currency transfers from socialist countries of $131 million in 1980 and $328 million in 1981 
Polish and Romanian official data have been adjusted to include interest arrears in the years 
in which they were incurred, to conform to IMF Balance of Payments Manual recommenda- 


tions. 
Investment income (inflows) for the other eastern countries reflect only interest earned 


on assets at BIS reporting banks 


dSee also foot note 355 for national data covering all convertible currency transactions 


€Includes estimated investment income deficit of the CMEA banks 


eastern Europe with a// market economies turned into a surplus, 
that with the developed market economies remained in deficit in 
that year (table 5.4.8). In subsequent years, the trade balance 
with the developed market economies also moved into surplus 
and, accounted for a growing share of the surplus with all market 


economies. A similar pattern can be observed in the trade 
balances of the Soviet Union. Since eastern earnings on trans- 
actions with the developed market economies are more likely to 
result in liquid claims than those with developing countries, this 


structural shift tends to improve the eastern countries’ liquidity 
position. 


Asset positions 


Eastern assets held at BIS reporting banks were rebuilt to rela- 
tively high levels by the end of 1983 relative to the levels recorded 
in the 1970s. Nevertheless they continued to accumulate in 1984, 
reaching a level of $22 billion (table 5.4.9). All eastern countries 
improved their asset positions. The advance was particularly 
notable in the case of the German Democratic Republic. This 
strong recovery follows an exceptional drawdown of assets by the 
east European countries in the first half of 1982 (to some $12 
billion) in support of debt service obligations. This appears to 
have had two motives: to mitigate the unfavourable effects of any 
sudden changes in access to new credits, and to improve inter- 
national banks’ perceptions of their creditworthiness. The latter 
objective appears to have been met in most cases (see below). 


The significantly improved asset position is also reflected in 
the east’s liquidity ratio—measured here as assets held at BIS 
reporting banks as a percentage of annual imports from the 
market economies. For the region as a whole assets now cover 
over four months’ imports (as opposed to only two months’ in 
1982). Romania’s liquidity position shows a considerable im- 
provement over the early 1980s. If all its international reserves 
are taken into account, Romania is approaching the three 
months’ import coverage generally considered normal for trade- 
related needs. A weak liquidity position in 1981 (less than one 
month’s import coverage) has often been cited as an important 
factor leading to arrears on payments at that time. 


Aside from assets held at BIS reporting banks, eastern coun- 
tries have other reserves. They include deposits in banks outside 
the BIS reporting area, short-, medium- and long-term claims on 
enterprises and sovereign borrowers and gold, etc., on which 
little information is available.35’ These assets appear to have 
increased recently.258 For example in Hungary, convertible 
currency assets other than international reserves—probably 
trade-related credits—rose in 1983.559 Also Czechoslovakia has 
had to lengthen maturities on export credits and increase the 
share of its capital goods exports financed with trade credits, 


357 Both Hungary and Romania regularly report their international 
reserve positions in convertible currencies. Hungary also reports a 
broader aggregate which includes other short- and long-term assets. 


Hungary 
International Of which Romania, 
reserves plus international international 
other assets® reserves® reserves» 
1982 2.8 1.2 0.6 
1983 3.7 1.9 0.7 
1984 Sole 1.56 0.99 
Source: National Bank of Hungary, Quarterly Review, IMF, /nternational Financial Statis- 
1165 
4lncludes gold valued at $226/ounce (national valuation) 
bIncludes gold valued at SDR 35 per ounce 
с June 
9 September 


358This would be one explanation why the eastern net debt as 
measured here (see below) declines less than would be expected on the 
basis of eastern current account surpluses. Also see Economic Bulletin for 
Europe, vol. 36, No. 4, op. cit., р 459-462 


359 Bank of Hungary, /oc. cit 
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TABLE 5.4.9 


Eastern Europe and the Soviet Union: assets held at BIS reporting banks and liquidity ratios (end of period) 
‘nalhw Е ВНЕ. мы ыыыььнь 5 1... ь- ЕЕ: 


Assets Liquidity ratios 
(billions of US dollars) (per cent) 
1982 19836 19846 1982 19836 19846 
Bulgaria 1.0 ey 1.3 352 45.0 48.1 
Czechoslovakia че А 0.7 0.9 ИНН 16.8 22.8 27.4 
German Democratic Republic. 19 3.4 4.6 27.5 44.3 58.4 
Hungary . 0.7 Wee) 1 16.5 29.9 29.9 
Poland . 1.0 ils} 1.6 24.2 30.5 36.3 
Romania . 0.3 0.5 0.7 6.2 gS | 15.8 
Eastern Europe. 5.6 8.6 10.5 20.5 31.5 38.4 
Soviet Union 10.0 11.0 11.1 25.6 29.1 31.6 
Eastern Europe and the 

Soviet Union 16.4 19.9 2.7 24.8 31.9 34.6 


a EE 


Source: Secretariat estimates; BIS, /nternational Banking Developments (quarterly). 


а Assets as percentage of imports from all market economies. 


New series starting 1983. 
с September. 


especially in dealings with developing countries.3°° Both factors 
would tend to raise its stock of assets. However, some of these 
claims may not be as liquid as deposits held at BIS reporting 
banks because of their maturities or because borrowers are in 
financial difficulty.36! 


New lending to the east in the form of publicized medium- and 
long-term funds (bank credits and bonds) started to recover in 
1983. It accelerated to $3.3 billion in 1984 (table 5.4.10). This 
area of east-west financial activity had fallen to particularly low 
levels in 1982 in the wake of the external financial difficulties 
experienced by a number of eastern countries and the unpropi- 


360K. Hajek, “Devizové vztahy у roce 1983 aukoly у této oblasti pro rok 
1984”, Finance a Uver, No. 6/1984, p. 367. 

361 For the Czechoslovakian experience regarding this latter point, see 
Hajek, ibid. The rescheduling by the Soviet Union of $400 million in 
claims on Peru may also be taken as an example-—see Business Inter- 
national, Business Eastern Europe, 30 September 1983. 


tious political climate. The level recorded in 1984 was exceeded 
only in 1978 and 1979 when $3.8 and $4.7 billion were raised. 


Borrowing has been concentrated in three eastern countries— 
Hungary, the German Democratic Republic, the Soviet Union— 
and the CMEA banks. Bulgaria and Czechoslovakia are con- 
sidered highly creditworthy but have preferred, for various 
reasons, not to enter the market. Romania has borrowed оп a 
bank-to-bank basis as can be seen from the rise in its liabilities 
vis-a-vis BIS reporting banks in 1984. Poland, on the other hand, 
has been unable to raise syndicated medium- and long-term 
loans, though it has obtained some funds in the form of recycled 
interest payments. 


As 1984 progressed, terms on loan facilities negotiated by the 
eastern countries improved, particularly for the Soviet Union.3& 


362 The ECU 50 million loan (now oversubscribed) being negotiated by 
the Soviet Union would carry a margin of only 1/4 percentage point over 
LIBOR for the first three years ofthe loan. This compares with a spread of 
5/8 percentage point at the beginning of 1984. 


TABLE 5.4.10 


Medium- and long-term funds raised by eastern Europe and the 
Soviet Union on the international financial markets 
(Un millions of US dollars) 


Jan 
1980 1981 1982 1983 1984 1985 
Bulgaria = = 
Czechoslovakia ect 475 30 = 50 = = 
German Democratic Republic4 397 516 69 386 903 — 
Hungary . 550 591 483 567 1146 230 
Poland . 736 260 — 
Romania . 458 эй 
Eastern Europe. 2616 1474 $52 1003 2309 230 
Soviet Union 50 25 153 68 867 206 
CMEA banks = 100 = = 140 100 
Eastern Europe and the Soviet Union. 2666 1600 704 1071 3316 535 
Memorandum пет: by instrument 
Bonds 50 — — 41 
Bank loans® . 1549 563 1000 2980 
Other? . ~ 142 72 295 
— 
Source: OECD, Financial Statistics Monthly, Paris, Part 1, Table S.2 
“Bank loans in eurocurrencies and in the domestic currency of lending countries, excluding officially guaranteed loans and re- 
ee of debt but including loans to the German Democratic Republic guaranteed by the government of the Federal Republic of 
зегтапу 


b Other bank facilities, including bankers’ acceptances and note issuance facilities 
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Margins over LIBOR have declined and the average maturities 
on loans tended to lengthen. Nevertheless, for the east as a 
whole, terms remained less favourable than those extended to 
most western-borrowers, but as good or better than for other 
groups.*°3 The fact that the margins on eastern loans have been 
relatively high appears to have contributed to the oversubscrip- 
tion, sometimes by substantial margins, of several loans nego- 


tiated by the German Democratic Republic, Hungary and the 
Soviet Union. 


The surge in funds raised by the east in 1984 appears to have 
been due to several factors. First, international banks have been 
increasingly willing to augment lending to most eastern coun- 
tries. Recently this has included more United States banks which 
were not heavily involved in 1984. Undoubtedly this change 
stemmed from the recognition of the strong external adjustment 
measures undertaken by these countries and their improved 
financial positions. Second, the eastern countries appear to have 
benefited from the increased competition among banks for the 
business of creditworthy borrowers (see section 5.1(ii)). In this 
atmosphere, there have also been greater possibilities for them to 
broaden the range of borrowing instruments (floating rate notes, 
short-term note issuance facilities, etc.), currencies (ECU, Yen) 
and sources of finance (Arab and Japanese banks). Moreover it 
has been reported that the demonstrated capacity to diversify 
borrowing reinforced lenders’ perceptions of the improving 
creditworthiness of the borrowers.3°4 This is also reflected in the 
oversubscription of several credits. Apparently, in some cases 
these additional funds have been used to improve maturity struc- 
tures. 


The greater availability of longer-term credits has apparently 
also induced the eastern countries to rely less on short-term 
trade-related borrowing. The latter had become more important 
during the credit squeeze when eastern importers found it 
necessary to resort to supplier credits.365 


363 For a comparison of terms with other groups of borrowers see 
OECD, Financial Market Trends, October 1984. 

364 [п the case of Hungary, IMF membership has also played a role in 
this regard. Moreover banks were also prepared to grant loans as a part of 
cofinancing schemes with the World Bank. See comment of Dr. Janos 
Fekete, deputy governor of the National Bank of Hungary, as reported in 
Financial Times, 6.12.1984, p. 2. 

365 On this point see L. Szamuely “The Eastern European Economic 
Situation and the Prospects of Foreign Trade” The New Hungarian Quar- 
terly, vol. XXV, Autumn 1984, p. 71. These credits were often unguaran- 
teed in which case they would very likely have gone unreported by the 
lender. 


In the first half of 1984 the value of outstanding western official 
and guaranteed commercial loans to the east declined (table 
5.4.11). For the region as a whole this reflects the appreciation of 
the US dollar as well as the reduction of debt levels. In only two 
eastern countries, Czechoslovakia and Romania, did new 
borrowing clearly exceed repayments. The situation contrasts 
with 1983, when eastern financing by means of these instruments 
was rapid enough to result in an increase in outstanding claims.3% 
At the time, this type of borrowing was also relatively more 
important than new commercial bank credits. 


While western official credit and guarantor agencies appear to 
have been willing to provide new credits in both 1983 and 1984 to 
maintain the competitiveness of domestic exporters, the greater 
reliance of the east on these sources of credit in 1983 is likely to 
have been due to the difficulties encountered in raising commer- 
cial credits. In 1984, by contrast, the increasing availability and 
improved terms of bank loans presumably gave eastern bor- 
rowers more options to switch away from official credit sources. 
In both years changes in imports of capital goods, often financed 
by this type of credit, appear also to have played a role (for 
example in the cases of Romania and the Soviet Union). 


Poland and western governments have recently agreed on 
terms for the rescheduling of Polish official debt. The agreement 
provides for a rescheduling, over 11 years with a six-year grace 
period of principal arrears (some $9-10 billion), of debt incurred 
during 1982-1984. It includes provisions for the repayment of 
interest arrears on official debt cumulated during 1981-1984. At 
the end of 1983, Polish sources estimated these at $2.7 billion 
(including interest owed to several developing countries). In- 
terest rates, where not previously established, and the terms of 
repayment of interest arrears will be subject to bilateral negotia- 
tions. After the agreement is signed, discussions are to open on 
the rescheduling of maturities falling due in 1985.367 


The gross debt of eastern Europe and the Soviet Union in 
convertible currencies is estimated to have declined again in 1984 
(table 5.4.12).368 Data for mid-1984, based upon national sources 
and the BIS/OECD reporting system, show a $3 billion decline to 
$86 billion. Indebtedness fell even more in terms of a measure of 


366 See Economic Bulletin for Europe, vol. 36, No. 4, op. cit., pp. 456-458. 
367 Based on Financial Times, 29 January, 1985, р. 1. 
368 These data have been discussed extensively in the Economic Bulletin 


for Europe, vol. 36, No. 4, op. cit., pp. 459-462 and appendix. The BIS/ 


OECD reported figures may be considered as minimum estimates since 
several categories of debt are excluded. 


TABLE 5.4.11 


Guaranteed and official debt of eastern Europe and the Soviet Union and its share in total eastern 


liabilities vis-a-vis BIS/OECD reporting countries, 1982-1984 (end of period) 


(Millions of US dollars and per cent) 
a 


Millions of US dollars Shares 
1982 1983 19844 1982 1983 19844 
Bill ganiat me verse a ees i gh 883 808 729 31.6 34.1 33.0 
G7echoslovakiau «se cee а 846 838 856 23.8 24.8 26.1 
German Democratic Republic. ...... . 2503 2930 2413 23.3 28.3 24.3 
Hungary ee hee ae we ew 464 536 431 6.7 es 6.5 
сб 5 5605 348 346 45.1 
Romania PPE Feeney or И 843 1066 24.1 19.8 РЕ 
боевое с вое ae any 17644 16584 14562 61.7 61.2 55.8 
зо 
Source: ECE secretariat based on BIS/OECD, Statistics on External Indebtedness, Bank and Trade-Related Non-Bank External Claims 
on Individual Borrowing Countries and Territories, Basle and Paris 
а June. 
bOnly part of all guaranteed and official loans are reflected here 


Includes CMEA banks 
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TABLE 5.4.12 
Estimated convertible currency debt of eastern Europe 
and the Soviet Union, 1982-1984, end of period 
(Billions of US dollars) 
Gross debt 
1984 
1982 1983 end-June 
Bulgaria =; сос “= бмв 2.8 2.4 22 
Czechoslovakia ....... 3.6 3.4 3.3 
German Democratic Republic. 12.7 125 11.5 
ипрагузи® ит ОА ee Th 8.3 Holl 
Poland4 a 26.2 26.4 26.6 
Romania 4 EWE! 2% 9.8 8.9 8.4 
Eastern Europe. 62.8 61.6 59.7 
Soviet Union and CMEA Banks . 28.6 Dial 26.1 
Eastern Europe and 
Soviet Union 91.4 88.7 85.8 
Net debt 
1984 
1982 1983 end-June 
Bulgatia@s eee ee ee 1.8 il} 1.0 
@zechoslovakiaw ee 2.8 DS) 2.0 
German Democratic Republic. 10.7 8.8 23 
Нора ею всьо 7.0 7.0 6.8 
Poland@ areas he МНЕ 25.2 252) 25.3 
ROMAN ae a, ee ee 9.4 8.4 7.8 
Eastern Europe. 56.9 53.0 50.1 
Soviet Union and CMEA Banks . 18.3 17.1 15.0 
Eastern Europe and 
Soviet Union Tell 70.2 65.1 


Sources: National data for: Hungary, Poland and Romania; BIS/OECD, Joc. cit., for 
Bulgaria, Czechoslovakia, German Democratic Republic (including gross claims of the 
Federal Republic of Germany arising from clearing exchanges), Soviet Union, including 
CMEA banks. 


Notes: Net debt: gross debt less eastern assets at BIS reporting banks only. 
4Includes arrears on official debt. 


net debt (defined here as gross debt less eastern assets held at BIS 
reporting banks) because of the continuing buildup in assets.36° 
It is estimated that by the end of the year gross debt remained 
unchanged at $86 billion, but that the measure of net debt had 
declined further to some $62 billion—to almost $48 billion for 
eastern Europe and some $14 billion for the Soviet Union 


369 This incomplete measure of net debt is not fully satisfactory since it 
does not account for all eastern assets. To this extent, it tends to overstate 
true net indebtedness. Another limitation of the measure is that it does 
not always permit a full reconciliation with developments in the current 
account. On these points, see Economic Bulletin for Europe, loc. cit. 

National data taking account of a broader range of assets are available 
only for Hungary and Romania (billion dollars): 


Hungary 
———— Romania® 
a b 
1982 Е 6.5 4.9 9.2 
1983 6.4 4.6 8.2 
1984 (June) 6.2 4.4 7.5 
1984 (December) 5 4 


4 Incorporating international reserves only (see footnote 357) 


Ь Incorporating international reserves and other financial assets 
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(including CMEA banks). The further decline in the net debt 
reflects a seasonal buildup of assets in the final quarter of the 
year. The impact of the US dollar appreciation on the stock of 
eastern debt (in terms of US dollars) appears to have been con- 
siderable in 1984, accounting for around $6 billion of the esti- 
mated decline in net indebtedness (also see section 5.1(ii)). 


(iv) Some concluding comments 


Several factors which are expected to influence the near-term 
development of east-west trade include, among others, economic 
growth in the west, eastern supply capabilities and the competi- 
tiveness of exports, and the evolution of energy prices in world 
markets. More buoyant economic activity in western Europe, the 
major market for the eastern group in the ECE region, could 
offset to some extent the decelerating but still high rate of growth 
anticipated in North America. Western imports will also depend 
increasingly on eastern Europe’s ability to imprve the competi- 
tiveness of its manufactured goods in western markets. It should 
be added, however, that gains in shares of western markets for 
certain products in which eastern Europe has developed export 
potential—iron and steel, textiles, clothing and some food—are in 
certain markets to some extent limited by commercial policy 
considerations or bilateral arrangements. Additional primary 
goods and fuels exports are apparently becoming progressively 
more difficult to achieve because of the exhaustion of deposits, 
rapidly rising costs, etc.37? The export of petroleum products by 
Romania, which contributed a great deal to the dynamism of 
western imports in 1984, is based largely on imports of crude oil 
from OPEC. 


Western exports to the east have been affected by eastern 
export revenues, funds raised from international sources and, 
especially in the recent past, by the fall in eastern net debt. The 
present eastern external financial position, characterized by a 
relatively high level of assets and, in most cases, a manageable 
debt burden, offers in some countries potential for faster import 
expansion. However, the latter could conflict in some countries 
with other objectives such as the liquidation of net debt.37! 


The delivery of grain contracted for earlier by the Soviet Union 
can be expected to boost western exports, but little is known 
about other intended purchases. Western imports (Soviet 
exports), consisting mainly of fuels, appear to be determined 
largely by the Soviet Union’s own import requirements. The 
expansion of demand in the west is likely to further raise imports 
of manufactures, raw materials and natural gas from the Soviet 
Union. To the extent that oil and oil products exports are used as 
a balancing item to achieve a hard currency revenue target (as 
gold is also used), the volumes of these commodities exported to 
the west would depend on the sale of other goods and on oil 
prices. Since the latter have been weakening in international 
markets, larger quantities of oil might have to be exported. 


370 Even in the case of Poland (with its considerable coal reserves), it 
has been stated by the Polish authorities that maximum feasible extrac- 
tion rates are being approached. 

371 According to Mr. Jan Stejskal, President of the Czechoslovak 
National Bank, Czechoslovakia intends to eliminate its convertible 
currency debt in net terms (presumably teflecting all convertible 
currency claims) by the end of 1985. Hospodarské Noviny, No. 3. 18 Jan- 
uary 1985, p. 4. : 


a 
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TABLE 5.4.13 


Western imports from the world, eastern Europe and the Soviet Union, 
by commodity: growth of trade value, first half 19844 
(Percentage change) 
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SR SRS RS aR a ET 


Origin 
German 
Czecho- Democrati i 
Product World Bulgaria slovakia Republic ‘ Hungary Poland Romania oe ie 

TROT? oy Se ee ee 12 —13 1 —9 11 14 49 12 3 
Primary products. . .... 9 —21 7 13 10 10 42 10 =! 
Food. . о обама, 5 —27 11 Di 5 —2 —2 — —3 
Raw materials... .. . 12 —10 1 6 —3 34 58 13 Als) 
Отез апа minerals 9.) 15 30 13 —4 17 35 216 23 6 
Non-ferrous metals. . . . 19 31 41 58 69 9 109 41 20 
Fuels de ete! ЧС 4 —46 —9 —31 84 12 77 16 4 
О. 8 с —2 3 186 14 be 10 15 
Petroleum and products > = —l1 —31 91 Ii TBI 19 3 
Gas Е es р —31 —26 —89 22 —82 —27 8 
Blecthicitves., <9 see —5 —14 —29 ws = 244 56 14 
Manufactures . ©... . 17 20 2 р 1 20 29 11 i 
Semi-manufactures . . . 14 45 — 3 7 14 84 17 13 
Iron and steel . . . . . 24 98 — OF, 38 — 210 40 —33 
(С с о сур а 11 —2 —3 —4 —3 25 53 8 25 
Other semi-manufactures . 15 —47 4 —3 3 18 4 4 —4 
Engineering products . . . 19 = —2 I = ЭЙ 1 8 =) 
Machimenyau acts) see: 13 —14 —2 —12 —24 3 -9 —10 —22 

Office and telecommuni- 

cations 

CquipMient-aee о. 36 56 —11 12 11 —11 30 И —3 
Road vehicles ..... 21 —72 —11 —l1 23 —3 —2 —1 —22 
Other machinery... . И —34 8 31 4 76 12 29 21 
Consumer 20045... .. 15 4 8 = —2 13 И 6 —16 
Household appliances . . 21 28 26 3 —10 —6 30 3 —16 
ее а a 11 30 10 — 2 16 10 8 —33 
С О еее se: 18 9 12 —18 —5 18 18 9 —32 
Other consumer goods. . 13 —16 3 —3 2 9 4 3 1 


Source: United Nations Statistical Office 
*Series D” 


Note: In contrast to data used for tables 5.4.1 and 5.4.2, the coverage in tables 5.4.13 and 
5.4.14 is reduced to countries for which commodity data were available for the first half of 


, COMTRADE, Quarterly trade data, Manufactures 


Semi-manufactures 


Iron and steel (division 67) 


1984 and the same period in 1983: Austria, Denmark, Finland, France, Federal Republic of 


Chemicals (section 5 and groups 862 and 863) 
Other semi-manufactures (division 61, 62, 63, 64 and 66 excluding groups 665 and 666). 


Germany, Greece, Italy, Netherlands, Norway, Sweden, Switzerland, Canada, United Engineering products 
States and Japan. These data exclude trade between the Federal Republic of Germany and Machinery for specialized industries (groups 712, 715, 717, 718 and 719 excluding 
the German Democratic Republic. Thus, growth rates based upon this sample of 14 coun- subgroup 719.4) 


tries differ from those given in table 5.4.1 and 5.4.2 because of differences in coverage but 


also because the data for total trade comprise the first three quarters plus sub-groups 724.9 and 729.3). 


Road motor vehicles (group 732) 


Office and telecommunications equipment and parts, including computers; (group 714 


Commodity groups in terms of SITC categories, based on the Standard International 
Trade Classification, Revised (United Nations Statistical Papers, Series М, Мо. 34) 


Primary products 
Food (sections 0, 1, and 4 and division 22) 
Raw materials (section 2, excluding divisions 22, 27 and 28) 
Ores and other minerals (divisions 27 and 28) 
Non-ferrous metals (division 68) 


Fuels (section 3) 
Coal (division 32) 
Petroleum and petroleum products (division 33) 
Gas (division 34) 
Electricity (division 35) 


Other machinery and transport equipment (divisions 69 excluding group 696 and 697; 73 
excluding group 732, groups 711, 722, 723, 726, 729 excluding sub-groups 729.3 and 
861 excluding sub-groups 861.4 and 961.4) 


Consumer goods 
Household appliances (groups 696, 697, 725, 864, sub-groups 719.4, 724.1, 724.2, 861.4, 
861.6 and 891.1) 
Textiles (division 65) 
Clothing (division 84) 
Other consumer goods (groups 665 and 666, section 8, less divisions 84 and 86 plus 
subgroup 891.1) 


4Relative to same period in previous year 


210 International trade and payments 


TABLE 5.4.14 


Western exports to the world, eastern Europe and the Soviet Union, by commodity: growth of trade value, first half 1984 
(Percentage change) 


И Te ee eee annem 


Origin 
German 
Czecho- Democratic Eastern Soviet 
Product World Bulgaria slovakia Republic Hungary Poland Romania Europe Union © 

al реа 8 —9 —3 6 —5 —4 5 ЕЕ 13 
Primary products . pe: 7 —4 —3 31 —5 —5 25 7 Si 
ВО ee ee) Ge ak 3 —5 —28 34 —27 =7 51 6 —3 
Raw materials ...... 14 7 32 37 32 6 —5 19 11 
Ores and minerals ... . 13 —63 —12 74 —6 4 _9 —1 —4 
Non-ferrous metals. . . . 13 19 И —33 27 -8 —41 — = 
Не cnn ot Me fos cu ke 1 —35 15 15 54 16 —18 —8 16 
Coals he ys: 28 07 e. ©. Ok 10 —84 2 —99 —1 1693 —25 —28 —82 
Petroleum and products . . 3 —10 16 23 85 15 87 29 16 
Gas tee ee sia —7 —88 —35 —37 —80 р mi —38 —59 
ОА a tag. 6 6 oe 16 те Ps : 5 5 г 
Manufactutesi:. в tele: 8 —11 —2 —6 —6 —2 2 —4 —19 
Semi-manufactures. .. . 9 — — 41 —4 —6 —4 1 —17 
Iron and steel 8 —6 —6 86 = —15 —31 3 —25 
Chemical о ee 10 8 3 16 —5 —4 9 2 —2 
Other semi-manufactures . 8 —14 —8 56 —3 —7 —10 —4 —14 
Engineering products . 8 —23 =) —30 —11 — 16 —13 —22 
Machinery. a hse a) —28 —2 —33 —13 —9 —3 —17 —19 

Office and telecommuni- 

cations 

(awn, 6 a 5 5 o I 31 —7 —21 12 —14 72 4 28 
Код уе ео о nen 13 —34 —20 36 16 47 98 20 —8 
Othermachinety 2 =. - 0 —16 —9 —29 =) 6 6 —12 —30 
Consumer 20045... . . 6 6 2 —1 —2 11 6 3 —9 
Household appliances . . 13 —13 —5 —47 —14 —2 —27 —14 —20 
Textiles. Ne Ie a ae 5) 17 - 2 3 6 8 5 —5 
О зав особе 4 —22 8 172 5) 25 9 17 —8 
Other consumer goods . 3 16 7 —26 —14 24 1 —2 —11 


Source and Notes: as for table 5.4.13. 


а Relative to same period in previous year. 


Statistical appendices 


Introductory note 


For the user’s convenience, as well as to lighten the text, this year’s Economic Survey of Europe 


includes a set of appendix tables showing annual changes in main economic indicators over a 
longer time period (1970-1984). 


The data are presented in three sections, following the structure of the text: Appendix A 
provides macro-economic indicators for the ECE market economies; Appendix B does the same 
for the ECE centrally planned economies; and Appendix C collates time series on world trade and 
the development of foreign trade of the ECE countries. 


Except where otherwise stated, time series reflect levels or change in real terms, i.e. at con- 
stant prices in case of series measured in value terms. 


Data were compiled from international (United Nations, OECD, CMEA) or national statisti- 
cal sources, as indicated in the notes to individual tables. 


Regional aggregations are ECE secretariat calculations, based on 1975 US dollar weights in the 
case of the market economies and on CMEA estimates of relative per capita levels in the case of 
the centrally planned economies. 


All figures for 1984 are preliminary estimates, based on data available in the first weeks of 
February 1985. 
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Appendix C. International trade and payments 
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